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INDUSTRIAL UNION WAGE POLICIES 


BY SOLOMON BARKIN- 


} The extension of industrial unionism coincides with a new era 
) American industry. Since 1919 the physical frontier has been 
psed. Since 1929, there has been little occasion for feeding Euro- 
an markets with American manufactures purchased with Ameri- 
n foreign investments; nor has there been a boom attributable 
new industries or real estate speculation. In this last decade we 
ve witnessed large scale involuntary unemployment among all 
ses of the population and large reserves of idle capital, and 
lve recognized poverty and insecurity as national problems. We 
ve also discovered the problem of duopoly and become aware 
the wide separation of management from ownership. 

Industrial unionism developed during this era of change. Its 
rposes have been shaped by these evolving facts and problems, 
d the hopes and convictions of its membership and leaders. It 
ist be stated immediately that while the CIO most clearly rep- 
ents this new trend, and helped to crystalize the new labor 
vement, there are a number of A. F. of L. unions which actively 
lect these same desires and principles. 

In considering the wage policies of the modern labor move- 
mt, one can conveniently discuss four different purposes and 
licate the techniques employed in each case. 


I. Social-Purpose Policies 


‘In the first place, there are the social purposes. These are most 
ely known and appreciated. They aim at wiping out poverty 
J eliminating parasitic businesses. They are a protest against the 
t that 690,000 persons out of 12,800,000 persons covered by the 
Heral Labor Standards Act received less than 30 cents an hour 
‘ore October, 1939. These policies aim to correct the condition 
jerein 2,382,500 persons in this same group worked more than 
2-hour basic work-week at a time when 11 millions of persons were 
employed. They aim to improve the plight of the 70 percent 
Ithe families who received less than $1,500 per year, and the 
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50 percent of the families who received less than $1,000 per year: 
To correct these conditions the labor movement has advocati 
the National Labor Relations Act to permit workers to organ 
freely to improve their lot through voluntary action. The C2 
pressed for the Federal Labor Standards Act which now requitl 
a 30-cent hourly minimum for all employees in interstate indust: 
and a 32.5-cent minimum for the textile and seamless hosic 
industries, and a 40-cent minimum for the full-fashioned hosie 
industry. The industrial unions have advocated the early estz: 
lishment of separate industry committees so that higher than <¢ 
cent minima might be announced for these industries. To da: 
committees have recommended a 36-cent minimum for the wool. 
and worsted industry, a 32.5 to 40-cent minimum for the appa 
industries, a 35-cent minimum for the knitted outerwear indust 
a 33.5-cent minimum for the knitted underwear industry, a 40-ce 
minimum for the millinery industry, a 35-cent minimum for t: 
shoe industry, and a 35 and 40-cent minimum for the hat indust 
Every advance under this Act eliminates another spot where lab 
is employed at poverty rates. . 
The labor movement has pressed for other wage and social le 
lation with the same purposes in mind. Among the former may I} 
listed the Federal Government Contracts Act and the State Min 
mum Wage Laws. Among the latter are the Social Security Law 
relating to old age benefits, unemployment and health insurance 
and various types of relief and work projects. Another importa: 
provision is the distribution of surplus commodities to needy peops 
and school children. These aids are all intended to relieve tt 
most sensitive spots in our economy. 4 
The greater our success at these efforts, the less apt is this count 
to experience England’s recent crude awakening on learning ¢ 
poverty’s effect on its people, when its London population wa 
recently moved to the rural and suburban areas. These and othe 
measures which the labor movement is continuously advocating 
which also are supported by liberal and socially minded grou; 
and individuals, will obliterate such conditions as those upon whic 
the Grapes of Wrath was founded. 


II. Wage Stabilization Policies 


The second group of policies are directed toward the stab 
zation of the wage structure, competitive parity in labor 
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mong employers, and the equalization of wages among workers. 
‘he worker, as well as the employer, wants a stable wage system. 
jonstant changes are disturbing. The worker never resents in- 
reases, but a stable wage structure affords reassuring security. 

_ A number of union policies seek to create such stability and to 
rotect wage standards. In the first place, the written agreements 
sfine the wage terms precisely. In the second place, these contracts 
sually are written for at least one year. In the third place, changes 
e usually permitted only at specified periods. In the fourth place, 
rganized labor definitely attempts to extend its organization to 
ssure the widest application of its wage scales. Finally, unions 
haintain extensive enforcement machinery to assure compliance 


“i 


th their contracts. All of these policies contribute toward a stable 
age structure. 

The unions differ as to the techniques they employ for securing 
ompetitive parity in labor costs among employers, and the equali- 
ation of wages among workers. They also vary in the importance 
ley assign to these respective purposes. The more competitive the 
idustry, the smaller the units in the industry, and the less respon- 
ble the employers, the more apt is attention to be focussed on 
ompetitive parity in labor cost so as to relieve pressure on the wage 
ructure and to secure stability. It may be parenthetically added 
fat these programs are found almost exclusively in union indus- 
ies. The techniques vary considerably, depending also upon the 
udustry, the types of jobs and the importance of the enforcement 
roblem. 

_ UNIFORM WAGE SCALES—The first and simplest procedure is 
e uniform hourly wage scale for specific occupations. This pro- 
edure was found appropriate in most craft and trade unions as 
bbs were skilled and the occupational rungs were clearly defined. 
lor example, in the building trades each craft has its own indi- 
idual rate. In industries where there are a large number of crafts 
ound under few agreements for a single plant, as in the printing 
dustry, separate occupational minima are set for each craft. These 
ates are generally uniform for an entire area and applicable to all 
mployers. In each case rough standards of normal production are 
leveloped. The more efficient worker usually enjoys a premium 
ate over and above the basic standard. The resulting labor costs 
re sufficiently standardized to stabilize the industry and to relieve 
iressure on the wage structure. These industries operate successfully 
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on this basis. Enforcement is relatively simple except where t 
parties deliberately connive to evade the terms. 

UNIFORM PIECE-RATES—A second technique places more emp 
sis on competitive parity than on equalization of workers’ earni 
Several industries have employed a uniform piece-rate syst 
This has been found practical in industries in which there < 
large numbers of concerns with similar techniques and materi. 
and with a standard product. One outstanding example was dev 
oped in the full-fashioned hosiery industry by the American Fé 
eration of Hosiery Workers, an affiliate of the Textile Work 
Union of America of the CIO. Since 1929 the organization f 
had agreements with a manufacturers’ association which sou 
to stabilize costs. The agreements provided for elaborate piece-+ré 
schedules for each operation varying with the size, type, and spe 
of the machine, the construction of the product, and the type of ré 
material used. An elaborate system of extra rates was added to t. 
basic piece-rates for special types of work. As a result, the 1937-19 
agreement provided approximately fifteen pages of rates. New rat 
have had to be added for every special development. These ha 
been based on time and motion studies conducted jointly by t 
union and the employers, or by the impartial chairman. On t 
whole, adjustments were quickly made, and the system resulted © 
comparative stability in competitive costs. The system was so wid 
acclaimed that after 1933 the non-union mills in the North—moa 
of which are now under contract with the union—adopted the abo 
piece-rates and entered into steady competition with union mi 
as to which would pay a higher level of piece-rates following tk 
same occupational differentials. The workers’ earnings varied wide‘ 
as among workers in the same plant, and as among plants, dependin 
upon the management and operations. Several extensive statistic: 
studies are available illustrating the wide disparity in earnings. 

This entire plan was found wanting by the American Federatio 
of Hosiery Workers as the industry spread into the South and tk 
employers of these new mills adopted lower wage scales. It w: 
also observed that employers operating under this uniform piec 
rate system failed to buy sufficient new machinery or to improy 
their managerial processes to keep up with the changing technolog 
in the industry. Some employers also felt handicapped in their sal 
and price policies because buyers could easily determine their cost 
Workers complained about the wide variation in earnings. The 
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nd other problems impelled the American Federation of Hosiery 
Jorkers to develop a new program. 

STANDARD LABOR cosTs—A third and less commonly used method 
based on uniform labor costs. The emphasis in these instances 
as not been on individual workers’ earnings or uniform piece- 
ates but on competitive cost parity for a completely manufac- 
ured product. The most outstanding example of this method 
f stabilization is to be found in the men’s clothing industry. The 
roduct in this instance is a definite standard article which is 
mmon to the entire industry and is produced by machine or 
and operators with tools and out of materials which are quite 
andard, and with techniques which have not varied greatly and 
e not undergoing marked changes. ‘The union contract provides 
‘single minimum hourly wage for the lowest unskilled employees 
f 40 cents. Definite total labor costs for the manufactured gar- 
lent are established for different grades which are precisely de- 
ribed as to labor operations required in each. There are, for 
epi five major active grades of men’s suits. Specific total labor 
osts are assigned for each grade, and for the coat, vest, and trousers 
separately. These basic labor costs are uniform for each of the 
jarkets except that differentials are allowed for comparative over- 
ead and other distinct items of cost to permit each area to maintain 
's relative position in the industry. Within each plant, the union and 
ae employer agree upon specific piece-rates for different operations, 
> that the full labor cost of the garment will equal the total set 
orth in the understanding. ‘These labor rates have been set to permit 
rorkers under normal operation to earn generally prevalent hourly 
arnings, but there is no guarantee of such earnings. 

The actual earnings of the workers on a given operation vary 
mong themselves as much as ten to twenty percent within the 
ime market, depending upon the efficiency of the plant and the 
ill of the worker and the techniques of manufacture. These differ- 
aces have been a subject of investigation and study. 

Following the standardization of these costs, the union has faced 
le problem of enforcement. So long as the observance of these 
ites rested with local groups, they each tended secretly to undercut 
<isting labor costs to induce a larger proportion of the work to be 
irected toward their area. To eliminate such chiseling by local 
oups and individual manufacturers, the Amalgamated Clothing 
forkers Union of America established a Stabilization Department 


6 SOLOMON BARKIN : 


which. makes periodic examination of the piece-rates, labor cos 
and earnings of employees to enforce the agreement. Changes 
operations and piece-rates are ordered if the total cost is less th: 
the agreed-upon total. Periodic reviews are made to assure co 
pliance. This enforcement machinery has tended to stabilize t 
entire men’s clothing industry on the same labor cost basis. ‘IT 
plan has promoted technical advance and has the wide supp 
of all elements in the industry. t 
EQUALIZATION OF wacEs—A fourth method is growing out 
the experience of industrial unions in the more complex mode: 
industries, where the product is less uniform, the technology 
constantly changing, competition is not very keen, and operatio: 
are not standardized as among competitors, and where such star 
ardization cannot be easily contemplated. The procedure is base 
upon workers’ earnings rather than the employer’ s direct lab: 
costs. Costs are considered to be management’s primary respon: 
bility. They cannot be easily standardized as each industry is te 
dynamic. It is incumbent upon the manufacturer to keep his cos 
as low as possible. Unions recognize that their wage systems car 
impede or interfere with advances in manufacturing method: 
techniques or equipment. The wage system: must seek to stabi : 
earnings so that potential labor cost might be the same if th 
concerns were equally efficient. 
There are four variations of this method which will be co 


q 


sidered. The first is the comparison of plant average hourly ear1 


but technology, management, and equipment differ, the Texti 
Workers Union of America, together with employers, has bee: 
using plant average hourly earnings as the basis for primary con 
parison. Prior to the extensive organization of the industry ii 
1937, average hourly earnings among the plants varied widel! 
After two years of organization, the average hourly earnings in thi 
organized branch has been narrowly restricted to a 1 to 1.5 cent va 
riation. Occupational differentials are maintained in terms of thi 
average hourly earnings at different occupations in the indust 
as a whole. The employers as well as the union are convinced tha 
much progress has been made by this method toward competitiv 
stability and wage parity in this industry. 

In the full-fashioned hosiery industry, the union and ma 
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jent have progressed much further. They have agreed upon basic 
ourly earnings for each of the piece-work operations. They have 
so fixed the average amount of premium which should be earned 
rer and above the basic rates and have worked out uniform piece- 
tes which are established in all plants. These uniform piece-rates 
re now fundamentally modeled on the older uniform piece-rate 
stem which prevailed i in the industry. However, adjustments are 
de in these piece-rates in plants where more modern equipment is 
troduced which permits the worker to maintain his actual or 
igher earnings at lower piece-rates. The manufacturers thereby 
yoy the advantages of these lower rates. This wage plan also 
mphasizes average hourly earnings for the occupation rather than 
it to the employer or the piece-rate. Uniformity in workers’ earn- 
ags by operations in the hosiery industry has replaced the uniform 
ibor cost to the employer as the major consideration. 
A slight departure from the above scheme is the one prevalent in 
1e New Bedford and Fall River cotton textile industry, the pattern 
E which is quite widely followed in the unorganized textile mills 
- New England. The wage scale, which is periodically negotiated, 
tablishes basic hourly wage rates for some 45 different occupa- 
ons. These base rates are used in developing piece-rates on the 
Finciple that no less than 6 out of every 10 workers at the par- 
cular occupation should be able to earn these base hourly earnings. 
ll employees enjoy a guarantee of the plant minimum rate of 37 
ents per hour. Because of the wide variety of jobs and work assign- 
lents, due to differences in equipment, management, and products, 
iece-rates for each job are developed with each employer through 
pllective bargaining. As a result there is little uniformity in the 
jece-rate structure. 
_ A fourth variation in this arrangement may be found in the 
ress industry of New York City, which has given up the labor cost 
stem in favor of this new method. This industry manufactures 
product which has relatively standardized operations and stable 
schniques and tools, but has numberless variations in the type 
f product. The industry is also faced with a serious problem of 
aforcement to assure the observance of its rates and wage scales. 
1 fact, the ease of enforcement of a technique in this industry, as 
1 the men’s cloth industry, is a most significant consideration in 
etermining its acceptance or continuance. The contract for the last 
yur years provides for minimum wage rates for individual crafts. 
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No employee is to receive less than these earnings at his crafi 
Piece-rates are established so the employees are assured these ear 
ings. However, the actual piece-rates are negotiated between tk 
union and the employer. Behind the rate determination lie extensiv 
time studies on job operations which have served as a yardstick ¢ 
production. The piece-rates are established between the union a 
the actual owners of the garment, usually the jobber, who ald 
assumes sole responsibility for the final labor cost. In this manna’ 
all contractors working for a single jobber are governed by the sa 
piece-rates. Moreover, the same negotiators participate in the sett]: 
ment of the piece-work rates for similar classes of dresses. As 
result, uniform levels of average hourly earnings and labor cos 
are developed for dresses in each class of work. It is found tha 
the labor costs on the more expensive garment are greater becaus 
of the time and skill required and the resulting average hourl 
earnings are also higher for these employees. All differences ; 
settled between the dress owner and the union, or if necessary, L 
an experienced impartial adjuster from the impartial chairman 
office, or by the impartial chairman if the dispute still persists. 
An extensive system of enforcement has been established. I 
starts with the union shop chairman who checks on whether th 
work and rates conform with the style which had been agreed upor 
All changes are subject to further negotiations. Shop chairmen ar’ 
required to render monthly reports on styles and rates. Violatio 
of the agreement is immediately prosecuted before the impartiay 
chairman. This procedure has not only assured enforcement but 
also tended to stabilize labor cost and earnings for workers in the 
competitive dress fields; though complicated, it has been found té 
be most successful in the dress industry. 4 
These four principal methods of developing competitive parit 
in labor costs, or equalization of earnings, illustrate the variec 
techniques which organized labor has developed. No labor unio1 
in any of these industries would declare that it has found th 
only solution. They represent constructive industrial thinking anc 
experimentation. The greater the cooperation which employer 
have offered, the sounder have been the methods which have beet 
used, since both parties can jointly consider these objectives anc 
techniques, and offer their experience. The Textile Workers Unio 
of America, for one, is considering various proposals for mor 
effective realization of these programs. Labor and management hav 
4 
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common purpose in this regard and together can elaborate prin- 
les of general applicability which would tend to stabilize the 
spective industries and place competition on a sounder footing. 


III. The General Level of Wages 


We have discussed two of the major wage policies of the Ameri- 
n labor movement. The first is intended to correct some social 
e spots, and the second is to promote stable wage structures. 
he third wage policy seeks to improve the economic well-being 
the workers in industry. This is one of the constant purposes of 
bor unions. Workers join with the hope of improving their lot. 
1€ labor union is constituted to improve their condition by getting 
er higher wages. Fortunately, there is no basic opposition to higher 
ages on the part of employers or the public. In fact, we have 
asted that this country is a high wage country. Some industries 
ve proclaimed the fact that they pay high wages. Finally, there 
is been widespread acceptance of the idea that our country must 
velop a large internal market since the world is becoming crowded 
th countries seeking self-sufficiency. 

The older labor movement in this country failed during the 
enties. During that great period of activity and speculation be- 
een 1920 and 1929, average hourly earnings in the manufacturing 
ustries showed no real change. The wage cut of approximately 
percent in the depression of 1921 was recovered in subsequent 
ars, but there was no advance beyond that point. The new labor 
vement, starting with the organization drive in June, 1933, 
finitely has sought to increase wages and buying power and im- 
ove the well-being of its members. The NRA represented the 
st great advance as average hourly earnings increased in the 
anufacturing industries by 36 percent between June, 1933, and 
me, 1935. While wages receded slightly during the following year, 
rther wage increases were secured during the latter half of 1936 
d the first half of 1937 as a result of the organization drives 
itiated by the Committee for Industrial Organization. 

The new industrial union movement obtained the cooperation 
management in large scale modern industry in stopping wage 
ductions in 1938. Beginning with the iron and steel industry, 
O unions negotiated for the maintenance of the wage scales. 
the first time in the history of any depression in the United 
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States, wages were not reduced by the leading industries. 
United States Department of Labor reports that of the 26, | 
manufacturing establishments, only 791 made any wage reducti: 
between January and July, 1938, when most of the reductions td 
place. Only 281,691 out of the 3,700,000 workers covered eh 
study worked in companies making wage reductions. 

The wage reductions occurred in the weakly organized ar 
and in those industries where chaotic competition upset all contr 
and in those areas which had constantly lost competitive posit: 
to lower wage districts. In fact, out of the total of 281,691 employ 
in wage cutting establishments, 169,375 were in textile plants. 

But the power of organization since that day has made its 
felt. With the present recovery, the Textile Workers Union 
America immediately initiated conferences for the restoration a 
increase of wages, beginning with restoration in the carpet and1 
industry. In the northern cotton textile industry it initiated 
current wage increase movement of 7 percent through the unc 
standing negotiated in Fall River. In the southern cotton tex 
industry it showed the way through negotiations which not ° 
secured the observance of the 32.5-cent minimum wage but a 
obtained an 8 to 10 percent wage increase for the employees ab 
the minimum. In the silk and rayon industry, the TWUA se 
pattern of a 7 percent wage increase. In the synthetic yarn indus 
a 6 percent increase in one plant is being followed with wage 
creases in other plants. It has to date secured wage increases in m 
than 100 plants for 75,000 employees amounting to five mill 
dollars. al 

This wage movement may be considered historic for se 
reasons. In the first place, the textile industry never before has | 
in an upward wage movement. It usually has lagged or failed 
join—actually, in many cases, being the first to make wage red 
tions. In the second place, for the first time in the history of t 
industry, extensive wage increases have been negotiated. In 
third place, the union wage standards established the pattern - 
unorganized industry. The new wage scale follows the union wa 
structure and was effected with practically no strike or los 
time. It resulted from deliberate and realistic negotiations betwé 
the outstanding employers and the Textile Workers Union. 

This movement has not stopped. Average hourly earnings } 
manufacturing industries in August, 1939, were about 50. 5 | 
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gher than in June, 1933. They are no doubt now closer to 52 
53 percent higher. But the labor movement as well as industry 
nerally believe that there are higher wages and there is greater 
come to labor ahead. Textile industries are becoming more pro- 
ctive. Many of them are enjoying differential advantages due to 
¢ small number of plants and the controlled price policies. Work- 
‘s want to share increasingly in these advantages, not merely to 
4joy these advances but also to assure an increased volume of 
tying power in the market to keep our industry on an even keel. 
The American labor movement is concerned with the wage 
oblem both as a means of improving the lot of the great mass 
the people and as a means of achieving economic stability of 
€ country. It recognizes that the balance between production 
ad consumption cannot be better established than through in- 
‘eased buying power derived from wages. It does not support “ham 
ad egg” plans and consumer subsidy programs because it believes 
lat most shortages in buying power can be corrected through the 
rdinary mechanisms of the wage market. It also looks to public 
lanning agencies as a means of assuring ultimate success in se- 
Iring economic balance, which is important to assure greater 
sonomic stability and public morale. 


IV. Economic Democracy in Industry 


Finally, the fourth aspect of the labor union wage policy may 
2 referred to as the democratic one. The rights of economic citi- 
mship are being widely demanded by workers. The American 
orker, in particular, wants to participate in the determination 
his conditions of employment. It is not enough for him to receive 
ages and work under satisfactory conditions. He must be able to 
view such conditions and share the responsibility in their estab- 
shment. He cannot rely upon outside bodies; he must know and 
> party to the conditions being established. He has found that he 
n improve his status adequately only with labor organization 
id by bargaining for such improvements. He also believes that 
> must exercise his right in the actual administration of the gen- 
al industrial and labor policies which are developed. Unless he 
ho is affected can have his say in their application, he is not certain 
at they will be applied properly, judicially, and impartially. 
The criteria of economic possibility or desirability which man- 
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agement employs are distinct from those which the worker us: 
They can be reconciled through conference and discussion a 
compromise. But neither one of the parties can employ his standan: 
to the exclusion of the other. 

As a result, labor demands that wage changes be negotiated. | 
is willing to study the economic problems realistically and consi 
the limitations which the market and society impose upon t. 
industry or the individual business, but it also wishes the oppo 
tunity to present its views and to bargain for the result. Mode: 
labor unions are developing adequate research staffs consisting 
economists and industrial engineers who are prepared to 0} 
technical advice and review management’s judgments, and advil 
labor representatives upon the soundness of one or another propos 

In the actual application of the wage formulae or standar 
which are accepted, labor constantly desires the right to participati 
It is not enough to set standards. Frequently they may be vitiat 
by the method of application. In such highly competitive industri; 
as the apparel, where there are many small employers, the unic 
has accepted the responsibility for furnishing the engineering servi 
and the practical experience required to establish equitable piec 
rate and wage systems. In large establishments, where the employs 
already possesses these facilities, labor unions are constantly d 
manding the right to review the piece-rate or incentive wage syste 
to correct the specific rates or the methods of calculation. They als 
require the right to send in their own time study men and engineer 
or their own grievance committee men, to study the jobs ind 
pendently and to determine normal production and proper rate 
of pay. q 

In this connection, one may note that labor increasingly is pat 
ticipating in the determination of work assignments. In the textill 
industry, where the protest against improper job assignments hai 
taken its most militant form in the cry against the “stretch-out,; 
the union is sharing in the responsibility of determining job assign 
ments. The following is a customary procedure being followee 
widely in this industry in agreements with the Textile Worker 
Union of America. Whenever the management of a given concert 
considers a change desirable in a job assignment, this proposec 
change is submitted to the union for review. The local union neg 
tiates with the local management and works out an understandin: 
on such matters as can be ironed out mutually. If there are stil 
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ifferences, the union research director is called in to advise the 
cal and the management on the work assignment. The union 
presentative suggests a solution to either or both groups on the 
asis of accepted principles of work assignment which have been 
eveloped in the course of negotiations with textile firms. This solu- 
on is founded upon the realization that changes are proper if 
lequate relief and personal time are granted to the workers, and 
; adequate provision is made for workers to share in the increased 
roductivity. Likewise if measures are taken for absorbing the 
orkers affected and staggering the adjustment so that no displace- 
ent results, or adequate dismissal compensation is paid. In other 
Stances, the differences are resolved by an agreement as to the 
rms of operation for a trial period. After the temporary assign- 
yent has been operating for an adequate period, a joint job study 
‘made by the union and the management and the results frequently 
a checked by an independent engineer such as one sent by the 
J. S. Conciliation Service. Any differences in judgment between the 
nion and management are resolved by the third man. It is im- 
ortant to note that a commonly accepted set of principles is being 
volved both as to procedure and job content which is creating 
onditions making possible a stable relationship in the industry. 

_ The workers, through their committees, participate in the entire 
rocedure. Their committees present their arguments to the union 
nd management engineers. ‘They participate in the deliberations of 
he engineers. They assist the union engineer in determining all 
f the conditions of the job and make all preliminary surveys on 
he basis of standardized questionnaires developed for each job. 
‘hey also participate in the determination of the trial period and 
lection of workers with whom the trial is made. They participate 
1 all further meetings and negotiations and hear the technical 
ndings as submitted by the respective parties. This entire procedure 
as developed new confidence in the final rates and removed some 
f the mystery which engineers to date have wrapped about all wage 
icentive plans and job assignment programs. 

The democratic procedure also demands joint discussion of the 
conomic problems of the industry. It is not proper to present such 
uestions to organized labor only when the industry is on the 
owngrade. All too frequently labor is asked to participate only 
hen bankruptcy is in the offing. Labor wants to offer its views to 
lanagement when the industry is expanding, moving upward, and 
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when there is still profit in it. In several industries, organized a | 
has made significant contributions to the improvement of the ir 
dustry’s operations. In apparel, it was primarily responsible 
the elimination of the small irresponsible shop; in the silk weavit 
industry, the TWUA successfully surmounted the bed-room sil 
weaver problem; in the coal industry, the bituminous coal co 
mission originated with organized labor. ; 
A democratic industry requires active negotiations between mar. 
agement and labor concerning all terms of employment and joi 
participation in the application of generally acceptable formulaa 
The problems of the industry affect the interests of both group: 
Both should consider the approach and interests of the respecti 
groups. These are essential to healthy democratic industrial relation 
The wage policies and practices of the new industrial unionisr 
promote real democracy among the people where discontent nov 
exists. The continuous realization of labor’s objectives will heighte 
the loyalty of the American people. Labor wants to remove the sor 
spots of poverty, assure greater income to workers, stabilize industr ry 
equalize competition, and democratize industrial relations in 
dustry. These policies will make for a stronger democratic o 
Cooperation by management will assure earlier realization of thes 
purposes and sounder methods and techniques in attaining them. _ 
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Since its inception early last year the Food Stamp Plan has been 

widely discussed as a partial answer to a situation in which one large 
egment of our population suffers from undernourishment while 
mother large segment suffers from producing too many food prod- 
icts. But while the mechanics of the plan are new, recognition of the 
act that hunger in cities and overabundance on farms are two sides 
xf the same medal, dates at least from 1933, when the Federal Gov- 
rnment began to purchase and distribute surplus farm products. 
‘The simpler idea of the State’s distributing food to relieve dis- 
ress is, of course, as old as history. From the standpoint of relief 
one an odd parallel to the food stamp plan was suggested in the 
ate 18th Century. A newspaper columnist can be given credit 
or widely publishing the fact that at least as early as 1791 an 
American was known to have talked about such a scheme. It was 
ecently reported that Gouverneur Morris, American Ambassador 
n Paris, suggested to King Louis XVI that he sell bread to Parisians 
t a fraction of the price paid by the nobles through a secret sub- 
idy. Louis hesitated and, as the reporter pointed out, “the revolt 
ame, and he lost his head.” 

One of the early American Federal experiences in helping desti- 
ute people through surplus foods is contained in a statute approved 
March 30, 1867. Under this legislation, the Secretary of War was 
mpowered to “issue supplies of foods sufficient to prevent starva- 
ion and extreme want to any and all classes of destitute or helpless 
yersons of the people in these Southern and Southwestern States 
vhere a failure of the crop and other causes have occasioned wide- 
pread destitution.” The supplies were issued through the Freed- 
nan’s Bureau. 


I. 


From 1932 on, there were extensive undertakings which con- 
ciously linked recurring farm problems of surplus and the dietary 
eeds of under-privileged people. All of these efforts were to pro- 
ide a mechanism by which surpluses could be given to people 
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without purchasing power to buy them. Among major Federa 
efforts during 1932 and early 1933 were the disposition of abou 
95 million bushels of wheat and 850 thousand bales of cotto« 
which had been accumulated by the Federal Farm Board in i 
price stabilization program. These supplies were donated to tk 
Red Cross, which at that time was the only available agency fc 
a national program of distributing supplies to needy people. Tr 
Red Cross secured processed commodities by paying for the pro 
ing with a part of the raw material. 

With the passage of farm and relief legislation in early 193: 
disposition of surplus commodities through relief channels wz 
considerably expanded. Though overshadowed in public notice b 
adjustment provisions of farm programs, distribution to the une 
ployed of supplies secured in the emergency efforts was undertake 
immediately. 

A little known chapter of the well known slaughter of the hox 
innocents is the fact that the edible portions of the hogs purchaseé 
in the 1933 hog campaign were processed into salt pork and b 
products. About 100 million pounds of salt pork were distribute 
to needy people by December, 1933, as a result of the emergenc 
purchases. Again, in 1934 and 1935 a major relief program involvee 
the salvage of cattle, sheep, and goats for human consumption. i 

Since August, 1935, the distribution of surplus commodities ha 
been carried on primarily under legislation which annually make: 
available to the Secretary of Agriculture 30 percent of the Cus 
toms revenues. The funds are used to encourage domestic cor 
sumption of agricultural commodities, to divert them to expory 
channels, and to develop new uses for agricultural commodities 
Additional funds have been made available for surplus purchases 
during the current fiscal year. | 

Although surpluses cannot be defined unequivocally, there ard 
two broad types fairly easily distinguishable which are direct 
affected by the efforts to increase consumption by low-income 
families. 

The first type of surplus is one in which more of the supply 
is available than can be moved into consumption at a remunerai 
tive price even when all of it is sold. An increase in purchasing power 
for such commodities among low-income people may be of maz 
terial assistance to producers through i increasing farm income front 
sales. At the same time, it will increase the consumption among) 
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ue neediest members of the community even if the total consump- 
On remains unchanged. 

- The second type of surplus is the physical surplus, that is, more 
pplies are available than can be sold for consumption within a 
iven period of time. Such a surplus may be of perishable or non- 
erishable commodities. In the absence of special efforts to change 
ie situation, the supplies must be wasted or piled up into exces- 
vely large inventory holdings. Providing additional purchasing 
ower for such commodities should result in additional income 
the farmer both from increased sales and possibly from increased 
rices for the entire supply... Total consumption would also be 
ucreased by such purchases. 

- Purchase of surplus farm products for relief distribution has been 
rom the start the leading method of encouraging domestic con- 
umption under the provisions of the law. During the year ended 
une 30, 1939, the Federal Surplus Commodities Corporation pur- 
hased about forty agricultural commodities at a total cost of about 
7 million dollars. ‘These were donated to State Welfare Agencies 
or relief distribution. About three million families, or nearly eleven 
uillion needy persons, received about two billion pounds of food- 
tuffs as a result of the 1938-39 programs. ‘The direct purchase and 
istribution programs are continuing in all areas where the Food 
tamp Plan is not operating. 

One substantial outlet for farm surpluses under the direct pur- 
hase and distribution plan is the rapidly expanding program to 
rovide free school lunches to needy children. This program, which 
as started in 1938, continues in effect in food stamp cities as well 
3 in other areas. At the peak, about 900,000 school children in 
4,000 schools were receiving free school lunches, a part of which 
ere made from the donated surplus products. For the current year, 

considerable expansion of this program is contemplated. It is 
aticipated that, by the end of the 1939-40 school year, about five 
illion school children will participate. 

The Food Stamp Plan is simply a new technique in developing 
ider markets for agricultural commodities among needy people 
| this country. The principal objective—to raise farmers’ incomes 
y increasing the demand for their products, and to use food sur- 
* There are many crops for which the prices to farmers are affected not simply 


‘the supplies sold, but by the supplies available. The benefits to producers 
om reducing inventories may extend beyond a single crop season. 


t 
pluses to improve the diet of under-nourished families in this os 
try—is similar to the aims of the purchase and distribution - 
gram. The Food Stamp Plan seeks to achieve these objectives in 1 
manner which will receive general approval and contribute tow: ang 


improved business conditions. Under the program the surplus comp 
modities flow through regular wholesale and retail trade channel: 


II. 
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The food stamp program is open to people receiving pub. 
assistance. Such persons are in three broad categories: general relia 
cases; WPA workers and their families; and recipients of old agy 
assistance, aid to dependent children, and aid to the blind. Genera 
relief cases include people receiving assistance from State and loca: 
authorities. There are a large number of unemployables in sucl 
groups. They total roughly seven million in the United States. Th 
WPA workers and their families include another eight million 
There are about 3.6 million receiving old age assistance, aid to thi 
blind, and aid to dependent children. i 

The operation of the program is based on some relatively new 
and important facts about consumption expenditures in the Unitee 
States. It has become common knowledge that a very large prot 
portion of the people in this country, as well as in other countries 
are spending relatively small amounts of money for food. A recenf 
study on consumer expenditures indicated that in 1935-36 abou 
17 percent of the families and individuals in the United States he 
incomes which did not permit them to spend much more than 5 cent 


per person per meal for food.? People with an income of $1,500 p rE 


for food. 
This does not mean that this was all these people wanted to spend! 
but it was apparently all they could spend or chose to spend ir 
view of their available income. It represented about 44.5 percen 
of their total expenditures. This means (1) that the physic 
quantities of food consumed by our lowest income groups are ver 
inadequate; and (2) that many of the protective foods, especia 
dairy and poultry products, fruits and vegetables, have much t 
small a place in the diet of needy families. 
At the same time farmers have been producing increasing qui 


* National Resources Committee, Consumer Expenditures in the United Stat 
Estimates for 1935-36, Washington, 1939. . ee 


THE FOOD STAMP PLAN 19 


ties of these. products, and prices and farm income for many of 
em have been much too low. With the almost completely unde- 
sloped low-income market available, it is not surprising that 
owers and the public generally, through the Government, have pro- 
ded a mechanism by which the human needs of under-privileged 
sople in this country can be met from our surplus. 

For public assistance cases generally, it has been found that 
proximately 5 cents per person per meal is available for food 
penditures. This is the average for the country as a whole; there 
re many areas in the United States in which considerably less than 
is amount is spent for food. 

Five cents per person per meal is roughly a dollar per person per 
eek. This is insufficient for an adequate food supply, and there 
no doubt that it should be increased. ‘The Food Stamp Plan aims 
t increasing it by half. In this increase a substantial market can 
e found for farm products. 

In order to provide a wide range of experience several variations 
n the method by which families obtain free stamps are being tried. 
n Rochester, the first city in which the plan was put in operation, 
he plan provides for the sale of orange stamps to people on relief, 
VPA workers, and others certified by relief agencies, at the rate 
f a minimum of $1.00 and a maximum of $1.50 per person per 
reek. These stamps are exchangeable for all food and other house- 
old commodities generally sold in retail food establishments. In 
ying these orange stamps persons merely are continuing their 
sual cash expenditures for food. But with each purchase of orange 
ftamps, the purchaser receives without added cost blue stamps 
otaling one-half the value of the orange stamps purchased. These 
re exchangeable only for foods designated as surplus commodities 
y the Secretary of Agriculture. They represent the Government's 
urchase of farm surpluses, made in this instance at the retail end, 
nd by the person who is going to use the food. 

The orange stamps generally cover the usual expenditures for 
90ds of the average person receiving public assistance. The blue 
amps, therefore, are an increase in the total amount of money 
kely to be spent for food. 

In other cities this plan is varied in accordance with the relief 
ssistance granted. Thus in areas where food vouchers are issued 
) relief cases, no orange stamp purchases are required in order to 
scure blue stamps, since the food vouchers already cover regular 
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food expenditure. 
Under the Stamp Plan, therefore, persons receiving public ait 
can get surplus foods at the corner grocery store. They have seve; 
and one-half cents to spend for each meal rather than the five cent 
a meal they spent formerly. The idea is to “eat the surpluses,” that i: 
the part that can be consumed in this country. 
In accordance with Congressional authorization, an experimen 
is being conducted in Pottawatomie county in Oklahoma to inclu 
non-relief low-income families in the program. In this experimen 
non-relief families with incomes of about $1,000 per year or le 
are permitted to participate if they wish to do so. It is designed ti 
provide experience in the economic, social, and administrative con 
sequence of such an endeavor. No expansion in this type of activiti 
is contemplated until the experiment is analyzed fully. 
At the present time, (December 14), the program has been an 
nounced in 28 cities, some of which include the entire county i 
which the city is situated. These are as follows: Birmingham, Ala 
bama; Little Rock, Arkansas; San Francisco, California; Denve 
Colorado; Springfield, Illinois; Des Moines and Sioux City, Iowai 
Minneapolis and St. Paul, Minnesota; Bismarck and Mandan, Nort 
Dakota; Rochester, New York; Shawnee, Oklahoma; Dayton ana 
Akron, Ohio; Macon, Georgia; Portland, Oregon; Allentown anc 
Bethlehem, Pennsylvania; Providence, Rhode Island; Sioux Falls! 
South Dakota; Memphis, Tennessee; Richmond, Virginia; Madison: 
Wisconsin; Seattle, Washington; and Wichita Falls aa 
County) , Texas. . 
The program is in actual operation in 15 cities, though up 
November 30 it had been in operation for more than one month 
in only 8 cities. In four other cities, it was in operation less than 
one month by November 30. Total participation in all areas in 
November included 77,545 cases, representing 215,822 persons. In 
the cities operating more than one month, 74 percent of the eligibld 
cases participated. It should be noted that approximately 38 percent 
of the eligible cases were one-person families. Participation has 
been smallest among one-person families who frequently do not 
have household facilities to take advantage of the program. Exclud: 
ing one-person families, the participation was about 80 percent of 
the eligible caseload. As knowledge of the program and its operation 
has become more complete, more eligible people have secured the 
surplus stamps each month. 


& 
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It is now contemplated that by the end of the fiscal year, that is, 
y June 30, 1940, the Stamp Plan will be in effect in 100 to 150 
ities throughout the United States. 

There has been some confusion about the relation between the 
tamp Plan and other programs of the Federal Surplus Commodi- 
es Corporation. It has sometimes been assumed that under this 
ogram the Federal Surplus Commodities Corporation purchases 
irplus commodities and sells them to retailers who then supply 
1em to the needy people in exchange for stamps. This is not the 
ase. All the commodities on the list are handled through the regular 
mmercial channels. After the persons receiving public assistance 
ceive their stamps, they may go to any retail store they wish in 
rder to select the commodities in exchange for stamps. The pro- 
am does not involve any price fixing nor price regulation, nor 
re special stores designated to receive the stamps. Any retail food 
stablishment may, in accordance with the regulations established 
y the Secretary of Agriculture, accept the food stamps in exchange 
or the eligible commodities. ‘The direct purchase and distribution 
rogram is a separate activity in which surplus products purchased 
re distributed generally in areas not affected by the stamp program. 
‘his type of program for school lunch programs and distribution 
) charitable institutions has not been suspended in food stamp areas. 
The misconception that the stamp program is a substitute for 
slief assistance also is prevalent. However, none of the Corporation 
ctivities supersede present relief assistance. The distribution of 
irplus foods by the Federal Government is designed to supplement 
lief and other public assistance. Every effort is made to prevent 
ny substitution of regular relief. Cities requesting the Stamp Plan 
re required to sign a contract by which they agree not to reduce 
lief grants on account of the stamp program. This is an important 
quirement. If substitution were permitted, the purchasing power 
jade available through the Stamp Plan would not be additional 
urchasing power, and neither farmers, business men, nor needy 
eople could expect to benefit materially. 

The surplus commodities which may be purchased with the addi- 
onal purchasing power provided by the blue stamps are designated 
y the Secretary of Agriculture. They have been changed from time 
) time, in accordance with changes in economic conditions and 
asonal factors. The first commodities on the list were butter, eggs, 
hite and graham flour, corn meal, dried prunes, oranges, grape- 
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fruit, and dry beans. On July 16, a number of new commoditit 
were added. These included rice, fresh peaches, fresh pears, cabb ba | 
peas, tomatoes, and onions. On September 30, peaches, cabbag 
peas, tomatoes, and rice were dropped from the list, and raisin 
apples, snap beans (for October) and pork lard were added. C 
December 15, oranges, grapefruit, pork, and hominy grits wet 
added. ‘ 
Continuous studies of the economic and marketing aspects — 
the Food Stamp Plan are conducted. Detailed monthly reports | 
type of case and size of family are obtained on the eligible and pa 
ticipating cases. In a number of participating cities, studies ag 
made of changes in total weekly food sales, prices, sales of tlt 
surplus commodities, and sales with blue stamps. Through the c 
operation of wholesale and retail grocers, records are obtained frox 
a sample of stores in low-income areas, as well as in intermediate an. 
upper-income stores. From these it is possible to analyze chang¢ 
resulting from the Stamp Plan, after allowing for the influen: 
of seasonal and trend factors. Studies of the food purchases + 
participating and non-participating low-income consumers in op 
city under the Stamp Plan are also being conducted by the Depay 
ment of Agriculture. W 
It is too early yet to come to any final conclusion on the economi 
results of the program. The plan has not been in operation 1 mn 
enough to measure seasonal and trend changes accurately. Nor 
it widespread enough to be sure that the food preferences of abow 
150,000 persons, as shown for a few months, are a true —_ 
what the national appetite of this group might be over a lor 
period of time. i 
Some preliminary figures are available which indicate how pe 
sons getting public aid and participating in the stamp program am 
using their blue stamps. For the period from May 16 to July 14 
when the program was in operation in only 3 cities, it was evider 
that butter, eggs, citrus fruit, and flour were most popular. (S 
table on opposite page.) . 
From July 16 to September 30, when there were six to twelv 
weeks of experience in 6 cities, about one- -quarter of the stam} 
were being used for butter and another one-quarter for eggs. Abou 
13 percent of the added purchasing power was being used for fl 
Corn meal and rice were each receiving about 2 percent of the k 
stamp expenditure. 
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It is extremely interesting to note that during this perio 
about 14.5 percent of the expenditure was being divided amon; 
fruits and 20 percent among vegetables. In other words, slight]. 
more than one-third of the additional purchasing power was bein; 
divided among fresh fruit and vegetables, dried prunes and dr 
beans. 

Of the fruit and vegetable commodities on the list during thi 
period, fresh peaches were most popular, accounting for 10 percen: 
of the total. Tomatoes took nearly 8 percent, dry beans about « 
percent, cabbage and dry onions about 3 percent each, peas, prunes 
and pears about 2 percent each. 

By October 1, many of the fruits and vegetables were no longe 
in season, and changes in the list became necessary. For the firs 
four weeks in October, butter and eggs continued to secure abou’ 
one-quarter of the stamps each. The demand for wheat product 
was about 13 percent of the total. Lard, placed on the list for tha 
first time, took about 10 percent of the expenditure and corn mea: 
continued to take about 2 percent. 

The fruits on the list at this time included dried prunes, fres 
pears, raisins, and apples. These four commodities took slightly over 
14 percent of the additional purchasing power. Apples were first 
with 8 percent, raisins slightly over 2 percent, prunes nearly 
percent, and pears about 1.8 percent. During October the thre 
vegetables on the list accounted for about 9 percent of the total 
Dry beans accounted for 4 percent, onions about 3 percent, and sna 
beans about 2 percent. All fruits and vegetables accounted for nearly 
one-quarter of the expenditure in this month. {i 


III. 


As indicated previously, it is still too early to draw any con-: 
clusions on the place that this program may have in moving agri- 
cultural surpluses. It is certainly not safe to generalize from aj 
consideration of the percentage distribution of blue stamp pur- 
chases alone. Apart from several other considerations, the pro- 
portion of the stamps going to a particular commodity may not 
be a reliable index of the significance of a national stamp plan as a 
means of meeting the problems affecting a particular commodity. 
Thus, a relatively small percentage going to prunes may mean a 
very great deal in terms of prune growers’ welfare. On the other 
hand, even the substantial proportion of the additional purchasing 
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wer going to flour is not likely to result in substantial assistance 
» wheat producers. In each case, the size of the crop, methods of 
larketing, and existing consumption habits of low-income families, 
ill be fundamentally important in determining the significance 
f the Stamp Plan in agricultural policy. It will very substantially 
rengthen existing approaches to better marketing now available 
‘the Department of Agriculture. 
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The birth rate is twice as large on farms as in cities. Cities pr 
duce only eight-tenths enough children to maintain their populatio1 
farms produce one and one-half times as many children as the% 
need to maintain their population. One of our greatest farm product: 
has thus been youth—young folks, ready and eager to start thei: 
careers, human material to fill the ranks of non-farm industry. Eack 
year about 400,000 farm boys, and an equal number of farm girls 
finish school and are ready to start work. | 

There is, however, a limited number of farms in the Unitec 
States. Approximately 200,000 farms are vacated each year by deat 
retirement, or shift to new occupation. This makes available farm: 
for only about half of the farm youngsters growing up each year: 
The others have little opportunity left on farms. If they rc a 
home on farms where they are not really needed, they may be su 
of food and clothing, but not of an opportunity to marry or suppo 
a family. 

Even at home conditions are often precarious. During the wo 
years of the depression, two million young folks between the ages 
of 16 and 24 years were living on farms where the head of th 
household was receiving relief of some sort. Much as Rural R 
habilitation and other programs have done to improve the standat 
of living in under-privileged farm homes, the opportunities anci 
life of a full-grown son or daughter living in such homes is neithe 
encouraging nor satisfactory. 

“Go West, young man!” was the advice of the past cent 
the eager youngster. “Go to the city, young man!” was the clarion 
call of more recent decades. The rapid growth of manufacturing 
and industrial centers attracted to them all the young folks the 
farms could spare. Between 1920 and 1930, the movement of farm 
youth into city industry averaged 200,000 per year. The great de 
pression of 1929, however, almost wiped out the city as an avenue 
of opportunity for farm youth. In the entire five years from 193 0 
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through 1934, only as many farm people moved to cities as had 
gone during each year before that time. In addition, unemployment 
n forestry and mining drove many families from those rural occu- 
pations to try to make a living at farming, still further adding to 
the competition in farm production. 
_ The number of city unemployed has been in the millions for 
any years. Cities seem over-populated. The farms are overcrowded, 
and tractors, corn-harvesters, and other improved equipment are 
making farm labor needs less and less. What are farm youth to do? 
_ Pending finding a fundamental solution to the problem, Con- 
gress has established a number of public agencies which are doing 
what they can to make life more worth while and productive both 
or farm youth and city youth. The NYA and the CCC are enabling 
many young folks to earn some income and to fit themselves for 
Dther jobs. The Farm Security Administration, especially through 
its Rural Rehabilitation loans, is helping some young farmers get 
started toward independence. It is helping many other farm families 
coward a better standard of living and more self-dependence and 
self-respect. Various other farm action programs, especially the 
urplus commodity purchases, the food-stamp plan operations, and 
he Soil Conservation program as a whole, are helping maintain 
the consumption of farm products and the income of existing farms. 
ut such farm programs offer little help to the young folks not 
aeeded on farms. What hope lies ahead for them? 
' There is no technological reason why we cannot keep all our 
people busy at real jobs. So long as we have many families with 
shabby clothing and with little furniture, we do not have true 
ver-production. So long as we have young men and women ready 
io found homes and families and putting off their marriages from 
month to month because they have no place to live, we cannot 
ay there is no need for what those people could produce if put 
o work. We still have tremendous unfilled needs for the industrial 
sroducts, which our idle labor, city and country, could produce. 
We must find ways to put the unfilled needs and the idle labor 
ogether, so that once again city industries are eager to absorb all 
he workers that farms can spare them. We must again open the 
ndustrial frontier to farm youth. 

For the moment, the war in Europe seems to offer some hope for 
olving the problem of industrial employment. Since August, about 
walf a million persons have found new jobs in city industries. If 
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the war goes on long enough, its demands on us for industrial pr 
ucts and for a few farm products such as beans and hog produc 
and the resulting stimulation to production and consumption - 
our own home market, may make jobs for many more of o 
present unemployed. But that kind of reemployment faces t 
severe threats. The first of these threats is that the war may er 
soon. The second of these is that it may go on a long time. 

If the war ends soon, in a real peace rather than in a new arma 
truce, the present prospects for big war orders will disappear. Spec 
lators and business concerns will have large stocks on their han 
Industry will face all the problems of unemployment which it fae 
before the war began, plus the additional problems of getting bac 
to normal business again. A quick and sudden end to the war migk 
precipitate us into much worse industrial conditions than tho 
prevailing at its beginning. 

A long war, on the other hand, may build up many new indt 
tries solely on the basis of war-time demands. Many men migk 
find work, and make themselves skilled, as miners, airplane mechan 
ics, Shipbuilders, operatives in munitions and armament plants, ar 
the like. But even long wars must end. Once the war is over, mani 
of these same men would find themselves experts in lines of wo 
where there were no longer jobs. The longer the war laste 
the greater would be the changes which would be needed to ge 
our economy back to a peace-time basis, and the larger would ft 
the number of men and women left stranded in industries withou 
peace-time demands. 7 

What happened during the first World War in a few specifi 
industries illustrates what might happen again. The number « 
men mining coal was increased by 120,000. The number of mer 
building ships was multiplied five times. After the war was over 
these industries fell back to their previous levels of output. Th 
men added during the war were never needed there again. 

Sooner or later, then, we must face the same problem we have 
failed to solve for ten long years. How can we get all our peopl 
to work? How can we keep them at work producing the things they 
need? How can we provide them the income to buy and consuma 
what they are capable of producing? ; 


II. 


The discussions which have been taking place about the indus: 


; 


‘ 


FARMERS FACE THE FUTURE 29 


rial system during recent years indicate there are two major things 
ong with the economic patient. One thing is paralysis of one 
ide. Another thing is insufficiency of circulation. Unless both 
oubles are corrected, many fear the patient will continue below 
ar—except for short stretches when the injection of war stimulants 
ake him jump up from his bed and run for a time, only to collapse 
Il the more exhausted when the stimulants wear off. 

Let us explore further what these two diseases are. The paralysis 

ffects the leg of industrial prices, where corporate controls have 
rgely removed the free and healthy swing of competition. When 
1€ patient tries to walk on the stiff leg of industrial prices and the 
exible leg of competitive prices for farm products, textiles, and a 
ew other things, he staggers badly. 
Many students believe that large-scale corporate controls in most 
i heavy industry have led to a limitation or suppression of com- 
etition. Many concerns fix prices, and sell only as much as they can 
t those prices. Farmers, on the contrary, decide what to plant, 
nd sell what they produce for what it will bring. In general, free 
ompetition prevails in agriculture, except as A. A. A. crop loans, 
arketing agreements, and other programs support farm markets. 
Vhere prices are maintained in industry, business concerns do not 
ass on to consumers the full benefits of technological improve- 
ents. Industrial production and employment both stay lower 
an they should. There are fewer jobs for farm youth, and less 
uying power for farm products. 

The way in which some large corporations determine prices may 
e illustrated from some of the recent steel hearings of the ‘Tem- 
rary: National Economic Committee—the so-called “Monopoly 
ommittee.” The hearings showed that the base price of iron ore 
vas held unchanged at $4.25 a ton from 1925 through 1928. In 1929, 
was increased to $4.50 a ton, and held at that level through 1936. 
n 1937 it was boosted to $4.95 a ton, and it is still there. 

Many different kinds of treatment have been proposed as cures 
r the price paralysis of the economic patient. The suggestions 
ostly run along two lines. One line is that of making corporate 
rices more competitive—making the patient bend the stiff leg 
gain. The other is that of changing corporate prices and produc- 
ion policies, of enabling the patient to walk better despite the 
iffness in one leg. 

The Department of Justice, through the work directed by Assist- 
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ant Attorney General Thurman Arnold in enforcing the antitru. 
acts, is effectuating the first policy of trying to reduce the degree of 
effective monopoly in industrial prices. Its efforts have been st 
cessful at least in preventing or restricting new price increases iff 
some major industrial lines. 

The Brookings Institution believes that business control of pric 
is here to stay, but that businessmen should learn to use the contre 
to reduce prices and increase consumption. This represents a se 
ond view of what ought to be done to enable our patient to wal 
Recent events indicate that some businessmen are beginning t 
adopt a reasonable-price policy following the line of action adye 
cated by the Brookings economists. Several industrial leaders haw 
spoken out strongly recently against using the war scare as a bass 
for boosting prices, among them leaders in steel and in rubber. Stee 
prices themselves have not been advanced materially, whereas sha 
advances have frequently occurred in previous periods of hig# 


a 


demand. But whether such a far-sighted policy has become genera 
among industrial leaders is still open to doubt. 


planning of price and production policies as would enable busin 
to go ahead on an assured increase of production and employmen® 


cratic manner. Industrial planning for a balanced increase i 
production and employment could be kept on a similar democrat 
basis, with businessmen, labor, consumers, and representatives i 
government all aiding in the planning. | 

The Temporary National Economic Committee, which is study 
ing the whole question of corporate organization and monopl 
powers, may have some conclusions and recommendations to Cor 
gress as to steps to deal with industrial price policy. Meanwhile it 


of corporate price practices. 


III 


The discussions of the industrial problem have developed sug 
gested treatments for the patient’s low circulation as well as fe 
his price paralysis. Those who urge such treatments believe tha 
the low circulation arises from hoarding. The habit of saving - 
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rong in this country. As a result, many people put money aside 
savings, who do not themselves have any need to invest that 
aoney in new machinery, buildings, or equipment. To the indi- 
idual, saving is the only method of protecting himself against an 
ncertain future. But, meanwhile, businessmen who do invest money 
e only limited needs for increasing their plant, so the total 
mands for money to invest fall far below the funds set aside as 
vings. The savings pile up like unneeded fat on the body, as 
cess reserves in banks and idle funds in insurance companies. 
ut it is only money spent for real things—houses, machinery, build- 
gs—that makes wages for workers and buying power for farm 
roducts. Money paid to people at work, not money lying idle, is 
e red blood that keeps the economic circulation going. These dis- 
issions lead to the conclusion that until full circulation can be 
stored, blood transfusions in the form of public expenditures for 
.P. A, P. W. A. A. A. A., benefit payment and the like, are 
eeded to keep the patient going. 

Many different suggestions have been made for restoring the 
atient’s circulation. Some businessmen urge that the answer lies 
encouraging more investment. They believe that if taxes on cor- 
rate incomes and on very large personal incomes were reduced, 
ad tax exempt securities were done away with, the incentives to 
vestment would be increased. Other groups point to the declining 
te of population growth, the increasing industrial maturity of the 
untry, and our disinclination to make more foreign investments, 
, evidence that we will never need again the tremendous volume 
new investment that we needed when we were building our 
ilroads, our improved roads system, and our cities. 

In addition to stimulating investment, some believe that gov- 
rnment agencies should act directly to decrease savings and increase 
mnsumption. Persons with large incomes usually save a consider- 
ble proportion of them; families with small incomes save very 
ttle. Accordingly, they conclude that taxes which bear on the 
ell-to-do, such as income and estate taxes, discourage oversaving, 
nd that economic policies which increase the buying power of the 
yw-income groups stimulate consumption. Their argument sup- 
orts not only government spending for relief, public works, and 
rm benefit payments, but also programs such as the wage and_ 
our law to increase the incomes of those with low incomes. It also 
ipports the idea that old-age pensions, unemployment payments, 
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and other social security payments should be paid as far as possibb 
out of general revenues raised by taxation on those with good inf 
comes, and as little as possible by direct taxes on payrolls or sale: 
which bear on those with small incomes. 

Until the industrial system ceases laying on too much fat iff 
oversavings, and starts producing more good red blood of consume 
buying power, all the doctors agree that blood transfusions mug 
be continued. For example, last summer a discussion group me 
including prominent business leaders, labor leaders, farm leader. 
and economists. This group agreed unanimously: 


If private enterprise does not distribute purchasing 
power by its price and wage policies, then government will 
find it necessary to distribute purchasing power either 
through borrowing, taxation, or direct economic activity. 


In addition to the domestic troubles which have been discusse 
a considerable part of our difficulties lies in the field of forei 
trade. For 15 years the export markets for our farm products ana 
our industrial products have been more and more restricted by thal 
growth of high tariffs, exchange restrictions, import quotas, anc 
other interferences to the ready flow of goods between countries 
Our most acute problems in the farm field have developed in thos 
commodities, especially cotton and wheat, where the foreign out: 
lets have been dwindling away. If we could restore an increase 
interchange of products between this country and other countriess 
markets would be widened both for farm and factory. In the effott 
to reopen these markets, Congress approved the Reciprocal Trade: 
Agreements program. Much progress has been made under that 
program in reopening markets that had been wholly or partially 
closed to our products. Customers in other countries cannot spend: 
more dollars on our products unless we arrange for them to get 
more dollars by letting them sell more of their products to us. q 

The more we can do to restore the trade between us and other 
countries on a fair and lasting basis, the easier it will be for us to 
solve our economic problems here at home. 


VHAT TYPES OF/ ECONOMIC PLANNING /ARE 
C DU ee SE ES 
COMPATIBLE WITH FREE INSTITUTIONS?’ 


BY EUGENE STALEY“** 


“Economic planning” as used in this paper means all attempts 
t conscious coordination of economic activity, as distinguished from 
conomic coordination through the unconscious mechanism of the 
arket, whether the conscious decisions are taken by governments, 
y large private firms, by voluntary associations, or even by indi- 
iduals with large influence on economic life. The term “free 
stitutions” means a combination of civil liberties, responsible 
overnment in which the governors can be turned out of office by 
e governed through a regular process of polling, equality before 
e law, and at least a considerable measure of equality of oppor- 
nity for rising in the economic, social, and political scale. 

Wherever there is social cooperation in production—that is, 
vherever there is division of labor—there must be some means, con- 
ious or unconscious, of coordinating the efforts of specialized 
roducers with each other and with the wants of consumers. 
jomehow, it must be determined what goods are to be produced and 

n what amounts. Available resources of men and materials must 
ye allocated among the various uses to which they might be put 
nnd must be organized for production. What is produced must be 
livided up in some way or other among families and individuals. 
Jecisions must be made as to how much of current production is 
o be set aside for maintenance and improvement of equipment. In 
ome manner it must be decided how consumption is to be spread 
hrough time, as in the case of crops where production is seasonal. 

Two main principles or methods have been combined in different 
roportions in modern societies for performing these great over-all 
asks of economic organization. One principle is that of coordination 
hrough an automatic market mechanism. This depends upon an” 
nstitutional framework of property rights, private enterprise mo- 


* Paper presented at the meeting of the American Political Science Association, 
Yecember 29, 1939, Washington, D. C. 

*#* Associate Professor of International Economic Relations, Fletcher School 
f Law and Diplomacy. 
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tivated by the quest for gain, and free competition among tk 
gain-seekers. If this principle of coordination were applied in i 
purest form there would be no conscious decisions on the tot. 
amounts of different commodities to be produced, on the amou: 
of labor or capital or other resources to be allotted for the u: 
of various industries, nor on the other points mentioned abov 
Thousands of individual decisions would add up to social decisio 
Competition for the trade of customers and competition for resource 
to be used in production would be relied upon to bring the action 
of hard-boiled self-seekers into harmony with the social interest. — 
The other principle, that of conscious coordination, or economi 
planning, works in a different way. If this principle were thorough 
applied, the great primary decisions involved in economic © 
ordination would be made at one point or a few points, instead c 
being decentralized, and they would be carried out by administré 
tion, or perhaps by voluntary cooperation—at any rate, not by tk 
impersonal operation of market forces. However, this would be a 
extreme of economic planning, and many combinations of conscioj 
coordination with unconscious market coordination are possible. 
No society that ever existed was so completely “laissez-faire 
that it depended entirely upon market coordination and lacked 
conscious efforts to influence the great, over-all economic decision 
Neither has there been a society (unless in a military camp) wher 
everything economic was settled by “planning,” with no scope at al 
for small decentralized initiatives and choices to influence the tot 
result. Opposite is a “spectrum” chart in which some actual economit 
systems of the present or recent past are arranged along a lina 
which runs from the pole of pure market coordination at the tops 
to the pole of pure planned coordination at the bottom. The arrange! 
ment is solely with regard to the proportion of these two principles; 
just as one might arrange buildings according to height regardless 
of color, shape, or content. 


' 

As one moves along this “spectrum” from the pole of free market 
coordination toward the pole of complete planning one seems tc 
move also: : 


—from private property rights in productive instruments towar 
collective ownership; 

—from governmental functions confined to policing, oo 
and maintaining the framework within which the market syste 
operates, toward governmental management of the whole industri 
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THE “SPECTRUM” OF ECONOMIC SYSTEMS 


Arranged according to proportion of market coordination and 
planning. 


Pole of pure 
free-market 
price 
coordination 


Early 19th 
century 
Western | 
Europe and 
America 


Northwestern 
Europe and |—— 
America, 
1930’s 


ermany, Italy, 
Japan, 1930's; 
other countries |—— 
under war 
conditions 


Sa 9. Re 
under new 

economic /———| 

~ policy 
(1921-1928) 


eS. Gx Re[ 
today 


Laissez faire; small-scale competitive indus- 
tries; relatively little state intervention: 
little monopoly. 


Much state intervention; large industries; 
monopolistic tendencies; some collective 
ownership. 


Extreme state discipline of private owners; 
direction and limitation of investments; 
“military economy,” but private profit and 
ownership upheld. 


State control of “commanding heights,” 
conscious repudiation of private profit and 
ownership, but much free enterprise per- 
mitted as matter of expediency. 


Basic economic planning; industries state- 
run; few sectors incompletely collectivized; 
controlled price system in distribution. 


Pole of 
complete 
central 
planning and 
contro! 
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system; 

: —from relatively distinct political and economic systems 
nected by a thousand more or less devious ties, toward a merging ‘f 
economics and politics, at least at the higher levels; i 

—from great decisions that are totaled up from small decisio: 
in an impersonal market and hence appear as the automati 

unwilled result of “blind forces,” toward great decisions that a: 
deliberate, direct, conscious, personal, and willed. 

In short, the social and political implications of the mean t 
which economic coordination is achieved are very great. Man 
thoughtful persons these days are alarmed lest the general declir 
in the role of market coordination and the rise of the principg 
of conscious planning may mean the undermining of free politic 
institutions. Is democratic collectivism a contradiction in termi 
Is the free market essential to political freedom? Does plannir 

feed on itself, so that what begins as mild intervention leads on t 
total central control? Must the system of free enterprise and tl 
freedom of citizens rise or fall together? These are questions beir 
asked today, and they have a very important bearing on all sor: 
of issues of practical policy. The main argument of this paper wi 
be that most of these general questions cannot be answered straigl 
“Yes” or “No”, and that political scientists and economists, i 
trying to elucidate them further, must distinguish a great variet 
of types of planning and a great variety of conditions and circ m 
stances under which conscious coordination and market coordinat 
may be combined. 


Il 


The rational basis for the fear that economic planning in generz 
may endanger free institutions includes: (1) association of econom 
planning with present-day totalitarianism, (2) historical argument 
which link the rise of the competitive market system with the ris 
of free institutions, and (3) analytical arguments tending to sho 
a connection between the competitive market system and fré 
institutions. 

It is true that the Soviet Union, Germany, Italy, and Japan hay 


a high degree of economic planning, associated with a low deere: 
of what we call free institutions. Is it because of their economi 


planning that free institutions are lacking? In most of these cout 
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ies free institutions were never solidly established; so it is impossible 
> contend in those cases that economic planning destroyed free 
stitutions. Furthermore, the collapse of such free institutions as 
ney had was associated with world-wide economic instabilities, 
ith the results of war, and with war preparation. Their present 
pmparatively large amounts of economic planning in most cases 
ollowed, or at least did not precede, the development of dictator- 
ip. Instead of concluding that economic planning tends to cause 
ictatorship it seems more reasonable to conclude that both political 
ictatorship and certain types of economic planning may arise out 
f the same set of causes. 

The whole argument based on an apparent association between 
anning and totalitarian dictatorship is essentially one of “‘con- 
pmitant variations” or correlation. In logical form it runs: “Where 
ou find a greater degree of economic planning, as opposed to 
narket coordination, there you are less likely to find free institu- 
ions.”” But how would the Scandinavian countries fit into such a 
icture? The study of Sweden should be commended to those who 
nd themselves growing dogmatic about the incompatibility of all 
ypes of economic planning with free institutions. Sweden’s insti- 
tions are certainly free and appear to have been getting progres- 
vely more so at the same time that economic planning has been on 
e increase in such forms as monetary management, socialist housing 
chemes, strong trade unions, state competition with business as a 
neans of controlling private monopoly, a strong cooperative move- 
ent also challenging private monopoly, and planned programs of 
jublic works to counteract depressions. Australia and New Zealand 
ight also be cited as instances where exceptionally large amounts 
f planning co-exist with free institutions. The writings of such 
uthors as Friedrich A. von Hayek and Walter Lippmann on the 
elation of economic planning to dictatorship contain long discourses 
n the political consequences alleged to have come from economic 
lanning in Russia, Germany, and Italy, but no attention at all is 
iven to these other countries.t Should this not be regarded as a 
ross error in analysis? 


*F, A. von Hayek, “Freedom and the Economic System,” Public Policy Pam- 

hlet No. 29, University of Chicago Press, 1939; Walter Lippmann, The Good 
lociety (Boston: Little, Brown and Co., 1937). The index to the latter volume 
as substantial lists of page references to Russia, Germany, Italy, with such 
b-heads as “despotism in,” but there is not a single mention of Sweden, 
Denmark, Norway, Australia, or New Zealand. 
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The historical argument for a causal connection between tl. 
market system of economic coordination and free institutions poin 
out that democracy arose along with capitalism, along with th} 
freeing of the markets from medieval restrictions. Yet this is na 
conclusive. There are other conceivable types of economic plannini 
beside those analogous to medieval restrictions. Furthermore, f 
might reasonably be urged that free institutions depend, amon 
other things, on enough efficiency in production to provide a higg 
standard of living, including especially the means and leisure fc 
widespread popular education, and that the principal way in whic 
the rise of capitalism contributed to the rise of democracy was i 
providing it with an economic base in greater productivity. If th 
is true—that is, if the connecting link between capitalism an 
democracy was the higher living standards associated with risim 
capitalism rather than anything inherent in the market principb 
of coordination itself—then some other system which would produc 
goods efficiently might conceivably provide the economic base fc« 
free institutions. In fact, it can be argued with considerable show 
of reason that under the new conditions of modern technolog 
associated with such factors as the greatly increased role of durabli 
goods, the free market system will no longer be capable of maintair 
ing stable and efficient production unless it is aided by a stront 
admixture of conscious planning. It would follow from this tha: 
an increased amount of conscious planning of the right type” i 
essential both for the continued functioning of the market syster 
itself and for maintaining the basic economic conditions of denis 
racy. In any case, the historical argument cannot provide more than 
an unproved hypothesis respecting the relative compatibility of - 
managed economy and of an automatic market economy with fre et 
institutions, since so many factors of change, including the rise of 
science and the discovery of new continents, have been operating 
at once in the last few centuries. 

We turn now to the analytical arguments which suggest a com 
nection between market coordination of economic life and fre 
institutions. It has been urged—for example, by the Swedish ecole 
mist, Gustav Cassel—that the technical complexity of econo 
planning is too great for parliamentary methods, hence that me 
ures which substitute economic planning for market coordinatiot 
must increase the demand for unified rule and lead ultimately 
dictatorship. “The parliamentary system can be saved only iby w 
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id deliberate restriction of the functions of parliaments.” ? This 
presses one as a valid warning against certain types of planning, 
rticularly against complete, centralized direct control of all or 
arly all the details of economic life from the center. It also suggests 
e urgency of hastening those social inventions which enable par- 
ments to guide general policies without being swamped by detail— 
ventions concerned with administrative organization and devolu- 
m. But is Cassel’s argument valid against types of economic 
anning that are designed to give some over-all guidance to the 
nomic system with the deliberate object of compensating for 
idities and inflexibilities that otherwise would wreck the market 
echanism itself? In the absence of such planning, the market 
stem—given the technological and social facts of present-day life— 
almost sure to be intolerably unstable, and great instability 
nerates demands for dictatorship. Of course, Cassel has in mind 
at “planning” as done by parliaments has most often been hit-or- 
iss stabs of intervention, motivated by pressure groups and 
coordinated with other interventions, and hence an unstabilizing 
ctor. Cassel, like other writers of similar views, takes protective 
riffs as his example par excellence of economic planning under 
rliamentary regimes. Yet this would seem to illustrate primarily 
e type of economic legislation that develops in the absence of any 
rdinated, over-all plan. 

It is also argued that measures of economic planning feed on 
emselves and lead on inevitably to more and more such measures, 
til the end result is totalitarian planning. In other words, there 
n be no stopping, once you substitute some conscious control 
r some of the functions of the market. This argument, applied 
discriminately to all types of planning, as it has been by some 
riters, seems untenable in the light of plain facts. Some types 
planning may forestall the necessity of other measures of inter- 
ntion—for example, intelligent monetary management. ‘The public 
ool system in this country is a large economic undertaking run 
state ownership, and it has managed to mesh quite well with a 
ivate enterprise system; far from destroying free enterprise, it helps 
ee enterprise to work more efficiently. On the other hand, some 


2 Gustav Cassel, “From Protectionism through Planned Economy to Dicta-— 
rship,” an address delivered in London in 1934, reprinted in International 
nciliation, No. 303, and in F. Mackenzie, Planned Society (New York: Prentice- 
all, 1937), pp. 775-798. 
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types of economic planning—particularly those which attempt 
sidestep needed adaptations, or to raise the prices of particul 
products by restrictive measures—succeed in “solving’’ one proble 
only by creating new problems elsewhere, and the proc 
cumulative. 
Another analytical argument asserts that extensive econom 
planning can only be carried on under dictatorship, for there is 1 
other way (save through a free market) to achieve a sufficient 
stable consensus among the different members of society as to rek 
tive values—that is, as to the ends to be sought by the economic ple d 
By means of force and propaganda a dictator can impose a certai 
set of values on the people. By means of the impersonal, me 
market conflicting desires expressed by millions of individuals c@ 
be weighed against each other and forced into some sort of acco 
modation with each other. But when a democracy attempts | 
replace the impersonality of the market by conscious measures « 
control the direct impact of conflicting economic interests express: 
itself in political pressures that cannot be reconciled, except I 
methods that mean the abandonment of free institutions. So rum 
the argument. 
This argument, it seems to me, over-rates the efficacy of tk 
market, under conditions that we must expect to face in the futurt 
as a successful reconciler of conflicting interests. People have “‘caugl 
on” to the fact that market decisions are social decisions; they v 
not be inclined to accept them in the future as they accept th 
weather. Whether we like it or not, many economic decisions fro 
now on are going to be arrived at by political processes. If it reall 
proves to be true that democracies can develop no adequate tecl 
nique for reaching a workable consensus on general economii 
objectives and for bringing about a compromise among particula 
interests within that general framework, then the result is ver 
likely to be dictatorship. However, some types of economic plar 
ning—not all types, but some types—may offer just such a technique 
The tendency of late among democratically-minded persons in rel 
ested in economic planning has been to put less emphasis on thi 
carrying out of blueprints and more emphasis on planning as 
technique of achieving consensus—a technique which seeks to rais 
the level of democratic discussion by the consistent application p 
technical skill and research. This would seem to be a wise tendency 
One more analytical argument which would link the rise an 
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| of the free market with the rise and fall of free political institu- 
ms points out that the tendency of increased economic planning 
o make the state the employer of more and more of its citizens. 
individuals and families become dependent on the government 
their livelihood, will not the economic base for assertions of 
litical freedom dissolve away? This is an argument which merits 
eful consideration. Recently in this country we have passed 
islation to restrict the participation of federal employees in party 
litics. This may be desirable, in view of the evils of party machines 
ed on patronage. But how far can we carry the principle if the 
te continues to become more important in economic life? Sup- 
se fifty percent of the voters come to be employees of some 
blic authority—as they might, if to school systems and highways 
1 WPA and PWA and TVA were added other public undertak- 
s, and if the railroads, the coal industry, the telephones, and the 
el industry were to be socialized. Or suppose more complete 
lectivization still, with seventy-five or ninety percent of the 
ployees of industry directly or indirectly working for some gov- 
mental agency. Who would organize political parties, especially 
position parties? And are not opposition parties an essential part 
the mechanism for operating free institutions? 

This line of thought should warn us of certain hazards to be 
re in mind in shaping public economic policy.’ It justifies a 
ong preference for those types of economic planning that encour- 
» rather than discourage private enterprise, where it can be kept 
npetitive. We should plan, by preference, for a “mixed” economy 
h a strong “market sector” as well as a “planned sector.” But it 
“Not only . . . is democracy essential if State ownership and control of 
nomic enterprises is to be in any degree advantageous to the average citizen, 
it will have to be an effective democracy, and this will be more difficult to 
ire than it is at present, since the official class will, unless very carefully 
ervised, combine the powers at present possessed by the government and the 
1 in control of industry and finance, and since the means of agitating against 
government will have to be supplied by the government itself, as the sole 


jer of halls, paper, and all the other essentials of propaganda. 
* * * * * 

If concentration of power in a single organization—the State—is not to 
duce the evils of despotism in an extreme form, it is essential that power 
hin that organization should be widely distributed, and that subordinate 
ups should have a large measure of autonomy. Without democracy, devolu- 
, and immunity from extra-legal punishment, the coalescence of economic 
| political power is nothing but a new and appalling instrument of tyranny.” 
trand Russell, Power: A New Social Analysis (New York: Norton, 1938), 
290-91. 
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also seems to me that the nightmare conjured up by thoughts of ff 
citizenry turned servile because the enterprises that employ the: 
are ultimately controlled by the government need not beconipy 
reality even if economic planning develops very far. A set of institt}” 
tional checks and traditions could be developed, and probaby 
would develop, under which the management of public corpor 
tions would be shielded from political interference in matters ¢ 
individual hiring and firing and promotion, even though the man 
agement were ultimately responsible to the government on lat 
questions of policy. Systems of staggered appointment of directors fd 
relatively long terms readily come to mind, while the developmer 
of a professional spirit among managers and a tradition of no 
interference by elected officials in details of management, enforce@! 
by public watchfulness, would be important safeguards. Aftd 
all, it is on checks of this same sort that we have to rely now t§ 
protect every aspect of democratic government, from the indepen 
ence of the courts to the non-abuse of the President’s power <P 
commander-in-chief of the army. re 

Also, the “one employer” argument is misleading in its impli 
tion that there would be little or no competition for the services off 
workers among various government agencies and public corpora 
tions and hence that the employee would have no alternative er 
ployer. At the present day one school system competes with anothe: 
one government office with another. It is not necessary to assum 
that alternative employment in a variety of public corporatior 
would be any less open to individuals than if the same units wou 
operating as large private corporations. The possibility that publi 
economic control might be used to threaten the livelihood of 
zens opposed to the group in power is something to be though 
about and guarded against, but it is a mistake to exaggerate ili 
dangers. 5 

One additional very important safeguard that those intereste 
in the preservation of free institutions ought to favor is the estal 
lishment, through a social security system or otherwise, of a guarari 
teed minimum of nutrition, decent housing, medical care, and edi 
cational opportunity for every family, regardless of whether ia 
breadwinner is employed or not—and, it need hardly be addec 
regardless of the political opinions or activities of the persons Co! 
cerned. This, if it could be buttressed by a strong public opinion t' 
the effect that even the most radical non-conformist has the sam 
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ght as everyone else to the guaranteed minimum, would draw the 
orst sting from any threat of economic excommunication. Some 
ing the non-conformist must always be willing to face. 


III 


These arguments in general terms, relating to the present-day 
sociation of economic planning with totalitarian dictatorship, to 
e historical connection between the free market and political 
eedom, and to the analysis of inherent characteristics of different 
eans of economic coordination which might make for or against 
ee institutions, are interesting. But at every turn we have found 
at their very generality obscures a major point, namely, that some 
pes of economic planning may hinder and other types may pro- 
ote free political institutions. Some aspects of the market system 
ay be helpful, others harmful, from the viewpoint of fostering 
ee institutions. Instead of sounding general alarms about the 
ngers of “interference” or holding forth on the virtues of economic 
anning in the abstract, it is more useful under present conditions 
try to analyze the very great differences which exist between 
ious methods of exerting conscious influence on the economic 
stem, with the object of distinguishing between them instead of 
mping them together. We will not be saved by just any kind of 
onomic planning, nor will we be ruined by all kinds. It is quite 
ssible that our troubles may come, not from too much conscious 
‘onomic management or too little, but from too much in the wrong 
laces and for wrong purposes and at the same time not enough in 
e right places and for the right purposes. 

Obviously, discussion along this line could be very lengthy and 
sry detailed, especially in its application to concrete problems. We 
eed much discussion of the sort. All I can attempt in the remainder 
f this paper is to lay down five very general principles which seem 
me relevant to the problem of selecting and applying measures 
“conscious economic coordination in ways that make the environ- 
ent as favorable as possible for the flourishing of free institutions. 

The first general principle is that all planning measures should 
e specifically designed for operation in a “mixed system”. We must 
cognize the fact that the practical problem here in the United 
tates and for the world economy as a whole (though this may not 
‘true for particular areas of the world) is to make a planned 
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sector and a market sector work harmoniously side by side.* It is ‘ 
only inevitable as a practical proposition but also desirable from thi 
point of view of free political institutions that in some sections ¢ 
economic life and some industries (for example, those made up c 
units too large for automatic regulation by competition) should bi 
run by conscious planning, while other functions of economic lifi 
and other industries should be coordinated through the markeg 
Also, different countries will try different combinations of consciou 
planning with market coordination, with the result that the worl’ 
economy as a whole will be a mixed system in the geographical 2 
well as the functional sense. In the face of difficult and novel prob 
lems of operating a mixed system, political scientists and econom: 
can well suspend arguments over complete planning versus no plar 
ning in favor of such questions as, “How can conscious coordinatio: 
and market coordination be meshed together most satisfactorily, 
What are the appropriate planned sectors, and what are the appr 
priate market sectors?” 

From the point of view of making a mixed system work, an 


efforts must be made to preserve competition in the market secto 
Where monopoly power arises—and it is inherent in much of thi 
large-scale, durable-goods technology of modern society—the metho 
used to control it in the public interest must be carefully chose 
For example, from the point of view of operating a mixed system 
the method of monopoly control traditionally applied to pub 
utilities in this country—that is, leaving the management in th 
hands of private enterprise to be run for profit, and then setting up 
a public authority to regulate the private enterprise—would seem t 
be among the worst in principle. It tends to set up a bureaucrati| 
control which paralyzes private initiative without giving positiy 
power to the public authorities to take the initiative. themselves i 
such matters as expanding investments during depression when thé 
public interest would thereby be served. Government-sponsoree 


you 


q *This, as well as other problems touched on in this paper, is discussed furth 
in the author’s World Economy in Transition (New York: Council on Foreig 
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yardsticks’” competition, or competition by cooperative associa- 
ons, or outright public ownership, would be preferable. Social 
ntrol over monopolies is becoming an ever more urgent problem 
our mixed system. Social science research could contribute to the 
mation of good public policy in this sphere by studying the ques- 
on, “What policy as to price and output would be followed by a 
onopolistic enterprise if it acted strictly in accord with the general 
cial interest?” If we are going to try to force those who exercise 
1onopolistic power to adopt more social attitudes, by threat, by 
egulation, or by public ownership, this question needs to be 
ought through. It raises highly technical problems in such fields 
business cycle policy and is quite as interesting theoretically as 
1e question to which economists have devoted a great deal of writ- 
g, namely, “What policy as to price and output will be followed 
y a private monopolistic enterprise in quest of maximum net 
rofit?”’ 

In the working of a mixed system the manner in which con- 
ious measures of control are put into effect may be quite impor- 
nt. Some kinds of intervention tend to upset the regular machinery 
f the market mechanism more than others and thus are more 
kely to necessitate still further measures of intervention later on. 
or example, import tariffs, even when they are high, are probably 
ss objectionable on this score than quotas or other direct quantita- 
ve restrictions on imports. Furthermore, it should always be remem- 
ered that economic planning need not operate only by the method 
f governmental decisions which are then authoritatively enforced. 

a mixed economy and under a democratic political system alterna- 
ve measures of securing improved coordination through common 
nsent as a result of a combination of objective research and dis- 
ssion should always be explored. Much of the work of the National 
esources Planning Board and of local and regional planning organi- 
tions proceeds in this way. 

The second general principle that can be laid down is that eco- 
omic planning should be of the positive and adaptive type, not 
e restrictive and rigidifying type which, unfortunately, consti- 
tes all too high a proportion of economic planning today. Posi- 
ve planning means conscious coordination which is not content 
be on the defensive. Instead of being used to “protect” interested 
oups against the impact of economic change, conscious economic 
tervention ought to be used to smooth out the path of readjust- 
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ment to change, to anticipate and promote desirable types of chang 

that will leave resources more productively employed than befor 
Instead of seeking adjustment by reducing production it should pug 
the emphasis on increasing both production and consumption, meat 
time working toward a better balance in the output and use 
particular products where unbalance has occurred. Thus, there ar | 
two possible lines of action in New England when industrializatio’ 
of other regions or other countries makes problems for its long 
established industries, such as the textile industry. The restrictt 
and rigidifying way is to try to maintain high protective tariffs a 
discriminatory freight rates and to fight to preserve the old indu: 
trial structure intact. The positive and adaptive way is to put tl 
emphasis on conscious measures for facilitating a changeover fror 
older industries, in which the region has a declining advantage, t 
new products and to the newer and more promising among its ow 
industries, such as machine tools, business machinery, and electrica 
goods. Such a policy would naturally call for efforts to increase twe 
way trade, thus opening up new opportunities for new and heal I 
industries. Instead, we find all too commonly today among Nex 
England’ s official representatives an attitude of die-hard oppositic } 
to any increase in imports and a short-sighted hostility to the a 
trade program. 

In other words, positive and adaptive planning would help t tf 
promote rather than to restrict mobility between industries ane 
occupations. By doing so it would actually facilitate the v working of 

“normal market forces” instead of opposing them, and. the thereb) 
would serve to Improve the working of the free enterprise system an 
to preserve it against collapse. We must fight against the constami 
tendency where conscious control enters into economic life to co 
fuse rigidity with stability. “Stability means the maintenance of. 
balance between the shifting elements of the economic environme! n 
It is not by rigidity of prices or of business policy, but by a watck 
adjustment of prices and policies to a constantly changing situati 
that stability may be attained.”* The fixing of the price of 
commodity or many commodities, as by cartels and governme 
aided control schemes, may increase the instability of the econo 
as a whole. 


The third and fourth principles to be suggested both deri 


*Edwin S. Gay, American Economic Review, Supplement, March, 1932, p. 


ECONOMIC PLANNING AND FREE INSTITUTIONS 47 


om the general proposition that the area of cooperation in plan- 


ng should be as wide as the area which has important interests. 


SS ial = = 
Tected....p3 the decisions taken. Piece-meal planning, whether in 
3 TS Ae ear rear 5 
he form of conscious control of the output and price of a com- 
odity by the producers with regard to their own interests alone, 
in the form of conscious control of some element in the world 
fonomy by one nation without regard to the repercussions of its 
tion on other nations, imperils free political institutions in two 
ays. It promotes economic instability, and it promotes conflict. 
Let us give the name “interest-group planning” to all efforts at 
bnscious economic control administered by private groups in their 
n interest or by governments for the primary benefit of only a 


To i 


art of the people affected. This is to be contrasted with “social 


ia sare TEI reas, 


conomic planning” or “social planning,” which we may define as 
pnscious control in which decisions are guided by an attempt to 
nke into account the general social interest, including the interests 
f all who are affected. Interest-group planning leads to wastes and 
stabilities of the same kind as those associated with monopolistic 
ivate enterprise. Commodity control schemes run by producers, or 
y governments in the interest of producers, have the power to 
100se between more sales at lower prices or fewer sales at higher 
rices, which is the typical characteristic of monopoly power. They 
re tempted in much the same way as private monopolists to 
estrict output below the level called for by the general interest. 
[erein lies the fallacy of all schemes for “self-government in indus- 
-y,” and the danger of devices like the NRA codes. All planning by 
roducers whose income is directly affected by scarcity-values o 
e goods being controlled is bound to have an anti-social bias. 
urthermore, if done on a large scale it is likely to cause so much 
onomic instability and so much friction between organized groups 
s to require a dictatorship to keep order. Here, it seems to me, is 
e real core of the dangers, to free institutions which many thinkers 
ave seen in the rise of economic planning. Most of the economic 
Tanning measures we have seen to date have been 


_been_interest-group 

é a seus gs TESS REI OT ng Rg ita SORE 
fanning. interest-group planning, not social planning, 1s the great 
Ource of danger which the trend toward conscious economic control 
ffers to free institutions. Can democracy find ways to make its 
conomic planning be broad social planning and not a hodge- 
yodge of concessions to pressure groups? 


’ The fourth principle to be suggested is that if economic planning 


‘ 
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is to be compatible with free institutions, it must not be pure 
national planning. There must be international cooperation + 
many types of economic measures. In a world constantly growi: 
smaller, exclusively national planning becomes a particular fon 
of interest-group planning. Nationalistic economic controls 
already contributed much to the economic instability and the poli, | 
cal conflicts of the world we live in. This is not to argue that 1 
planning can succeed unless all the economic affairs of the worg 
are directed from one center. Some economic matters concernit 
which there may be conscious efforts of coordination are primarr 
local in scope, others are better handled on a state-wide basis, othe 
require regional or national coordination, while many importa: 
matters vital to prosperity and peace these days no longer can 1 
dealt with by separate national efforts alone. The general princ 
is that economic planning must not be restricted to an area ve 
much smaller than the area of economic interdependence in | 
particular matter concerned. 
Economic planning that tends to be exclusively national « 
nationalistic,® whether advocated by Adolf Hitler, or, under d 
ferent circumstances and for different purposes, by Charles Beard, . 
a sure road to the increase of international economic and politics 
conflict. It solidifies economic interest about the territorial stat) 
which is clothed with the power of war. It serves to intensify ratha 
than to weaken the most dangerous conflict-producing passions ii 
the modern world—that is, the passions of nationalism. It la Ss. 
basis for economic imperialism much more logical and more intens 
than the imperialism of capitalism. Economic planning in this worl! 
of nationalism presents the very grave danger of continuing to bi 
mostly national planning, and national planning, if it remair 
exclusively national, will sooner or later be, in every country, pla: 
ning for war preparedness rather than for peace-time welfare. Thi 
would obviously put additional strain on free institutions. 
Finally, and this is the fifth and last principle to be suggestec 
economic planning will be compatible with free institutions onl 
if it occurs in an environment of reasonable security against wé 


*“Nationalistic’ measures are best defined as those advocated by persons “wh 
practically identify their own nation with Society, and hold that the duty ¢ 
the good citizen is to promote the welfare of the nation, even if the means 
the end involve greater ills to the people of other nations.” See Edwin Canna 
“The Incompatibility of Socialism and Nationalism,” in The Economic Outlo 
(London, T. F. Unwin, 1912), p. 283. 
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hich means an environment of world order maintained by world 
vernment. There has been much loose talk to the effect that if 
democracy goes to war it almost certainly sacrifices its free insti- 
tions. There are sure to be losses of civil liberties during war, but 
ere is no reason for assuming that the sacrifices of freedom made 
a democratic country at war must inevitably prove more than 
mporary. Not all democratic methods are likely to be sacrificed, 
en temporarily. In England, for example, democratic criticism of 
vernment policies has not been suspended entirely during the pres- 
t war, and the criticism has already been effective in a number of 
stances. However, the corrosive effect on democratic institutions 
om living year after year in a warlike world, even in a country 
at manages to stay outside of the actual hostilities, might well 
rove more serious than a shorter but more intense period of actual 
ar. So far as economic planning is concerned, in a warlike world 
will steadily be bent more and more in the direction of war 
onomy or preparedness economy and away from the economy 
f welfare. The only way in which one nation, even a nation as 
rong as ours, can avoid that warping of its economy toward war 
reparation and hence toward greater peril to its free institutions, 
to join in a general effort whenever the moment seems best to — 
make the world safe for democracy,” not by fighting a war but 
y constructing permanent institutions for world economic co- 
peration and maintenance of world order—that is, world govern- 
ent. The success of our economic policy and the preservation of 
ee institutions at home ultimately depends on that, as well as on 
he intelligence and persistence with which we work on local and 
ate and national problems. 

In summary, the main argument of this paper is that denuncia- 
ion of economic planning or praise of economic planning in those 
road, general terms which lump all types together is largely beside 
he point. Not all kinds of economic planning imperil free institu- 
ions, nor will we be saved by just any kind. Our troubles may come, 
ot from too much conscious economic management or too little, 
ut from too much in the wrong places and for wrong purposes 
nd at the same time not enough in the right places and for the 
ight purposes. This paper has suggested five principles as a guide 
n shaping measures of conscious economic coordination that will 
eep the environment as favorable as possible for free institutions. 
irst, all planning measures should be specifically designed for 
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operation in a “mixed system,” a system in which a planned sec 
and a competitive market sector exist side by side and mesh togeth 
Second, economic planning should be positive and adaptive, r 
restrictive and rigidifying. Third, economic planning must ta 
into account the interests of all who are affected; it must not 

conducted merely for particular interest-groups, such as groups i 
producers. Fourth, economic planning these days must not be ex 
sively national or nationalistic; otherwise it will lead to bi 
economic conflicts and to wars. Fifth, economic planning will 
compatible with free institutions only in an environment of stak 
peace, which means that we must take in hand the problem 

building some system of world government if our economic pla 
ning in the future is to be for the welfare of people instead of f 
fighting power and war. 


DISCUSSION 


Comments by George Soule 


There is so much that calls for agreement in the paper | 
Mr. Staley, and so little that challenges dissent, that detailed di 
cussion of his paper on my part would amount to little more tha 
an insignificant series of ditto marks. The effort which he has ma 
to break down the subject into useful terms by analysis and d’ 
tinctions has been so successful, however, that it may be pertine 
to apply the same method to a few further considerations. 

Mr. Staley’s definition of planning identifies it with attempts — 
conscious coordination of economic activity, as distinguished fro 
coordination through the unconscious mechanism of the mark 
This is a valid definition in the broadest sense, and is the one th; 
naturally arises from the classic debate about whether to exerci 
conscious economic control or to trust to laissez-faire. But th 
debate has long been decided, by events if not by reasoned choici 
Mr. Staley is correct in shifting the emphasis to a discussion of hot 
and where the control is to be exercised. 

In this area, I think, we shall benefit by adopting a somewhi 
more precise definition of planning. After all, planning in tk 
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technical sense was never heard of until long after the debate about 
social control had become an old story. Though, in general dis- 
cussion, planning has come to be used almost interchangeably with 
control, in a stricter sense it is a new and special technique for 
preparing and exercising control. It arises specifically in the litera- 
ture and practice of Scientific Management, and is a comparatively 
recent invention in technology. There is a common observation 
that decisive advances in science depend upon the perfection of new 
techniques. These techniques are, to be sure, often merely the 
refinement and systematization of methods formerly employed in 
a less precise manner, yet they are landmarks in the extension of 
knowledge and control. They become in themselves social forces, 
because they greatly increase the potentialities of those who employ 
them. In an enginering and management sense, planning is this 
kind of method. 

_ Its essentials have been stated many times in the literature. 
Time is not adequate to do more than refer to them briefly. It is, 
in the first place, advisory rather than executive. But of course it 
cannot be employed without the choice and definition by somebody 
of a specific objective, or an array of objectives, about which its 
efforts may be mobilized. Given an objective, its first step is research 
into the pertinent facts. Not just academic research, mind you, bit 
research so formulated as to bear upon a purpose. Its second step 
is the choice and arrangement of the means necessary to pertinent 
ction. This involves coordination of the relevant forces and factors, 
including predictions concerning those which are uncontrollable. 
This is a continuous activity, checking and changing in accordance 
vith requirements, as the execution of the plan develops. Finally, 
the function of scientific planning is to assist the executive in ob- 
taining the understanding and cooperation of those involved in 
putting the plan into effect. 

Now it is obvious that economic or social control may be exer- 
cised without this type of planning and has been so exercised many 
times in the past. But such control is intuitive and may be blun- 
dering. It is, in its essence, likely to be arbitrary and tyrannical. 
Scientific planning is a more intelligent, conscious, and organic 
type of control. It also sharpens issues by requiring the clear defini- 
tion of objectives and their elaboration into the specific practices 
and processes. 

_ Scientific planning has already been introduced by many indus- 
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4 
trial concerns and other business organizations, notably those er 
gaged in merchandising and advertising. It is, like all other scientifi 
techniques, available to those who would use it for non-social c 
anti-social purposes. While it cannot be practiced most effectivek 
without a certain degree of democratic cooperation in administ 
tive processes, and thus may have a democratizing effect in t 
warp and woof of our economic pattern, it may still be mobiliz 
about the purposes of special-interest groups, of war-makers an 
dictators of one kind or another. It does enhance the power of thos 
who adopt it. It thus may turn out to be, like other scientifi 
advances, a force which temporarily at least restricts democra 
social welfare and freedom. 

The argument for the use of this technique by democratic go 
ernment is, therefore, an argument that is related quite directk 
to the political struggle for power. If we assume that there a 
democratic forces capable of striving for really social values, an: 
that these forces turn to government to achieve their aims, thes 
the fulfillment of social democracy demands that government us 
the best known technique in doing so. Their opponents alread 
use it, or at least have access to it. A chaotic economic societt 
cannot be ordered for social purposes unless the agency whic« 
represents the effort to exert social control employs as pee 
methods as those available to the parts which are to be controll 

Scientific planning may thus be a great aid to democracy, i 
democracy will use it. If democracy won’t use it, it may be a gre 
aid to anti-democratic forces. The discussion as to whether planni i 
is compatible with democracy is thus brought down from thi 
empyrean heights where day-to-day struggles for power and i 
are ignored. A nation which has set out to conquer unemploymen’ 
soil erosion, farm tenancy, insecurity, illness and all the rest c 
our social troubles, cannot dispense with the definition of objectives 
the research into pertinent conditions, the coordination of availabl 
means, and the education of those whose cooperation is requirec 
that scientific planning implies. Social control exercised withou 
this technique may easily be dictatorial; with it, the potentialitic 
of the kind of democracy that is compatible with social cont 
may be fulfilled. 7 
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S 
3 Comments by David Cushman Coyle 
On reading Mr. Staley’s paper, my reaction is one of general 
agreement, with a desire to underline certain of his points by re- 
Stating them in my own terms. 
_ The correlation between planning and loss of liberty in a pre- 
viously democratic nation can be stated, I believe, largely as a 
correlation between loss of liberty and growth of private monopoly. 
‘Monopoly i is, of course, a form of planning, whether done by bank- 
ers or by underworld racketeers. If accepted as desirable or inevitable, 
it tends toward greater centralization. The resulting process of limi- 
tation of production may lead to an intolerable refusal to produce, 
followed by totalitarianism, which in a mechanized society we call 
fascism. 
_ Mr. Staley’s concept of “interest group planning” fits closely 
into this picture. Big business creates conditions that call up labor 
‘monopolies, as a natural but anti-social reaction. These in turn 
call for agricultural production controls, also natural but anti-social. 
The cure, if it exists, would seem to lie in tackling big business. 
The technological excuses for central planning have been over- 
worked. Bigness is necessary in certain fields, and there are natural 
‘monopolies, but many concentrated industries were organized for 
financial, not technical reasons, and their economies are external, 
consisting mainly of the use of power to beat down raw material 
producers or to hold up the price to consumers. It seems high time 
to recognize that the nation owes no respect to a business that offers 
high wages, low prices, stability of dividends, or any one benefit, 
derived from corresponding detriments imposed on some other 
factor. Overall efficiency, considering all factors, is the only safe 
criterion of social value. And a factor of prime importance is the 
effect on the survival of an adequate area of free initiative. 
_ Freedom depends, among other things, on ability to escape from 
any given situation. It is to provide this escape that free capitalism 
needs to be preserved. Lacking sufficient freedom, men tend to 
relax, to follow orders, to pass the buck, and to refuse responsibility. 
It is questionable whether a society so ordered can utilize technology 
for a long time, or without making war its first objective. The basic 
soundness of a people that places emphasis on liberty is indicated 
ematically by the war in Finland. 
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It may be taken as a working hypothesis that free capitalism i 
a viable form must be competitive to a degree sufficient to avoi 
restriction of production. By an obvious chain of reasoning, 
monopoly is not a part of capitalism, specifically in the sense tha 
it must not care for profit. Public schools are an example of 
“neuter” monopoly, free of all profit motive. The Post Office is a 
example of a monopoly still hankering for a balanced budget, ane 
therefore sometimes acting injuriously toward private business, a 
when the first class rate was raised to three cents in face of a depre: 
sion. The principle needs to be established, that all monopolie 
are public services, to be operated black or red according to th! 
needs of the economy, not of their own bookkeeping, i. e., the 
must be socialistic and therefore publicly controlled, ultimatel) 
publicly owned. 

The relation of monopoly to democracy then becomes fairl! 
evident. If the total political and economic weight of the free co 
petitive system is greater than that of the monopolies, the nation 
can be a democracy owning certain chained elephants. But if th: 
monopolies outweigh the competitive system they will eat it up, an 
the nation will be a fascist order containing for a time a fas 
vanishing remnant of private business with a mortality rate th: 
finally discourages all private initiative. 

Obviously, this country has long been progressing toward th 
latter condition, but has not yet reached the complete eliminatio 
of capitalism. Planning may take either of two roads. One is tht 
swift completion of the centralization of production planning ii 
the government. The other is the mobilization of all available for 
to create an environment hostile to unnecessary monopoly. § 
far, the available forces have lacked the greatest of all tools | 
democracy, planned taxation to encourage small business and t 
penalize bigness effectively, throwing the natural monopolies o 
of the profit system into public ownership and breaking down th 
unnatural monopolies into competitive units. | 

It would seem that nationalism is a necessary evil for th 
present, because it appears necessary to use taxation if the growt 
of monopoly is to be stopped. If this is true, a democratic economi: 
system cannot exist except in an area that is controlled by a singl 
sovereignty with the taxing power. Such systems may trade amon: 
themselves with tariff walls to prevent one-way streams of mone% 
which their tax systems would not otherwise be able to reach! 
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. free-trade world system, in which the tendency to breakdown of 
apitalism would be controlled, would have to await the establish- 
ment of a world government dedicated to the preservation of freedom 
nd endowed with direct taxing power—a consummation not imme- 
liately to be expected. 


LN dues, | Denne : 


PLANNING STAFFS IN A DEMOCRamEL| 
GOVERNMENT’ 


BY E. J. COIL ; 


The United States is today the only world power of first rar 
which does not have a predominantly centralized and directed w: 
economy. Only here is it still possible to say that society remaiil 
primarily oriented about conditions of peace. We may remai 
at peace, but we note that aggression elsewhere is compelling r 
armament at home and that interferences abroad with the fr 
movement of goods, money, people, and ideas are forcing gover: 
ment action for the protection of respective interests of labo 
industry, and agriculture. These impacts from overseas, howevet 
should not be considered as changing fundamentally the directic 
in which our economy is moving; they are merely pressures acce 
erating the evolution of an administered economy. 

Over a period of several decades we have been increasing? 
guided and governed according to the administrative decisions al 
controls of public and private authorities. These controls are fount 
in industrial corporations and financial institutions, in trade ass 
ciations and labor unions, in consumer organizations, and in tk 
state and Federal governments. The recent studies of the Nationa 
Resources Planning Board, and the current investigations of t 
Temporary National Economic Committee, reveal more clearly th 
ever before that administrative control today represents the Ki 
rather than the exception in the American economy. | 

These various controls of price, production, working conditio: 
and even attitudes as they are exercised by many authorities, | 
unrelated to any coherent pattern. From the studies of the ab Ov 
and other agencies we are beginning to understand that our cor 
tinuing problem of unemployment arises, in large part, from th: 
condition of administrative disorganization which, in turn, arise 
from disunity of policies. As a result, government is faced with thi 
task of securing some coordination between the areas of administeret 


* Paper presented at the meeting of the American Political Science Association 
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‘ontrol. 
_ The basic issues before us are the extent of administrative 
lanagement necessary for organization and the type of democratic 
rocedures necessary for control. Can we improve the methods of 
ormulating social and economic policy so as to combine freedom 
ith direction? Can we plan for more productive utilization of 
sources and more effective inter-industrial coordination? Shall it 
ye autocratic or democratic, arbitrary or reasoned? In short, the 
eal problem is in what manner we shall plan, for what purposes, 
ind to whose benefit. 
_I believe that democracies must learn to plan, and that the 
jlanning process must be democratically applied to rational ends 
hich advance the welfare of the individual. It is now commonplace 
© observe that democracies in transition have an especial need 
or leadership—a need that is even more urgent than in other forms 
Mf government. It seems that many of the disasters to democracies 
ni our time can be traced to the failure on the part of leaders to 
et before their people clearly the problems which confront the 
eople, the ends sought, and how the methods proposed are shaped 
nd determined by the facts of the situation. Policies thus clearly 
lefined and clearly understood can be pursued vigorously. 
_ Policy, we must not forget, is a product of manpower. A leader — 
working alone in a complex society cannot personally make many 
nvestigations. To thoroughly sift facts, analyze their implications, 
nd design coherent policies requires some machinery. If that ma- 
thinery is nothing more than a poll of uninstructed opinion, then 
eadership is likely to be opportunistic, and the freedom for the 
ndividual, which is conditional on order, impaired. It is held 
mere that the planning staff is an instrument of modern demo- 
atic government for bridging this gap betwen fact-finding and 
dolicy-making. 
_ Planning, as a process of work, involves fact-finding, fact- 
rganizing and fact-using for the purpose of formulating policies, 
Bisning appropriate methods, and integrating necessary functions. 
© carry out these processes requires a staff of people responsible 
@ the executive. On the plane of administrative management of 
he national economy, we think of social-economic planning as an 
nstitution whereby society aids its legislators and administrators 
9y a functionalized agency whose responsibility is through research 
© study social and economic trends and problems, suggest social- 
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economic objectives, and indicate ways and means for their achiev! 
ment. Planning is not merely investigation; it implies analysis 
_ design, policies and methods, ends and means. 

“This paper is devoted to some of the problems of function 
structure, and operation of the policy planning staff in a democraa 
at peace. I say policy planning because this is a function of 
administrative staff which assists and advises the chief executiv 
on questions of organization and policy affecting the economy < 
a whole. There are other concepts of staff, but on the top level c 
plane of higher administration is the over-all planning which ou 
modern economy requires. I say peace because the other majc 
powers are at war, and the general staff work of a war economy turn 
about different criteria and procedures than those of a peaa 
economy. 


II 


According to theory, the staff serves in an advisory capacity t 
the chief executive. But merely to state that a staff's duties a 
advisory is no more enlightening than to say that a business su 
ceeds because of good management. A more precise definition ¢ 
function is required. It is the function of a planning staff to gathe 
the facts, organize them, interpret them, indicate the alternat 
policies, and rank the potential policies in accordance with t. 
staff's judgment as to their relative suitability and desirabilit 
Unless it takes this initiative of interpretation and selection, t 
planning staff will probably become impotent. A body which see: 
to avoid offending anyone soon loses its power to say anythir 
Unless a staff thinks through problems in terms of priorities ¢ 
policies, the executive will not rely on it. It will nullify its reaso 
for existence. In short, a staff does more than give advice; it assists. 
~ In taking the initiative of making recommendations, the sta 
does not impair the power of the executive and legislator. T 
staff does have authority—the authority which goes with knowledg 
and with its position as an arm of the executive. A planning sta 
should exercise authority in keeping with its functions; it is a poit 
of central control because knowledge and experience on the matt 
in question are brought to a focus. It is proposed here that the sta 
should formulate policies, because that is in keeping with its fun 
tion and authority; the staff should not determine policy, becau 
that is a function of interplay between the executive and the legi 
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ative body. 
In the second place, it is the function of the administrative staff, 
as a part of policy planning, to consider the broad ways and means 
attaining the desired objectives. There are some who hold that 
problems of organization do not come within the jurisdiction of a 
policy planning staff. Policy planning is assumed to be solely con- 
erned with indicating ends, and not with considering the organi- 
rational aspects of ways and means. 
_ It is not possible to accept this view because how to get there 
seems to be an inherent part of the problem of deciding where one 
wants to go. Unless policy is related to ways and means of implement- 
ing policy, the attainment of ends is left to the control of circum- 
tances rather than knowledge being applied to control change. 
In gathering and analyzing information to formulate policies, a 
staff invariably begins to foresee the organizational relations in- 
olved. Understanding the work to be done, it begins to create the 
organizational framework which can be entrusted with the per- 
formance of the task. This is but saying that an interdependency 
xists between function and form, and that it is the job of a planning 
staff to consider the relations between function, structure, and 
environment so policies will possess unity. 
In the third place, it is the function of the planning staff to 
exercise an over-all coordinating influence on the administrative 
plane, and to maintain continuous relations with all sub-staffs. 
Planning is a continuous process, and to make policy studies without 
Bbservation of performance is frequently futile. Regardless of the 
sare with which a policy is thought through before being adopted, 
ecution always involves some unforeseen reactions requiring ad- 
justment to the total situation. It thus becomes necessary for the 
staff to follow fulfillment and to plan continuously the administra- 
tive adjustments of policy and organization. 
- This means that planning, to be both effective and democratic, 
must take place not only at thé top level but all the way down 
he line. Over-all planning should be supplemented and supported 
by a “throughout” planning ftructure. Only in this way can the 
top level be aware of local needs, desires, and resources, and sub- 
planning units clearly informed of the general interest and the 
interests of other areas. Unless there is interplay between top and 
pttom, policies cannot be formulated in the light of all the relevant 
and the execution of such policies as are determined becomes 
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haphazard. By maintaining continuous relations, the policy plan 
of the sub-staffs can be integrated within the total policy situation. 


7 


Ill 


With these general comments regarding function in mind, Id) 
us consider some of the problems of staff structure and location. 


1. Tue Curer Executive’s StarrF—The administrative plannit 
staff should be located directly adjacent to the top executive, i 
the case of our Federal Government, the President. Policy plan 
ning has to be done under the immediate control of the chid 
executive because he alone is responsible for seeing the over-ai 
situation. It is he who has to compare one line of policy wit 
another, to judge the relation of present and future policy, an 
to determine the general strategy. When the policy staff is in ar 
way removed from immediate and direct contact with the chié 
executive, the progress of work is delayed. As policy problems an 
steadily bombarding the executive, any delay in staff help presen 
an opportunity for arbitrary judgment to supersede planned jud: 
ment. The planning process must be geared to the flow of activit 
and therefore the staff should be its own connecting link with th 

executive. { 

An effective planning body should have as its nucleus a secre 
tariat of full time, competent technicians. Part-time planners, lackin: 
a sense of continuity, cannot follow through to comprehend th 
over-all ramifications of policy. They cannot respond quickly whe: 
the executive wants advice because there is always the task of catchin 
up. Effectiveness in planning is in large part contingent on th 
promptness of advice, and it requires full-time study to give in e 
pretations and formulate recommendations. Because of sheer lac¢ 
of time, part-time planners frequently can give the executive onl! 
undigested facts. q 

When I use the word planner I do not want to imply that hi 
is some special breed of man set apart from his fellows. A plannex 
is nothing more than a technician with both analytical and synthe 
sizing abilities, with drive, and with the will and courage to interpret 
facts, say what they mean, and suggest what should be done. In : 
way, a planner is a generalist with a sense of perspective ana 
proportion, able to divide problems, relate the parts, and product 
a reasoned statement of recommendations, a workable solution. A 
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»bjective, but not aloof, attitude carries the technician through 
fact-finding to the diagnosis of problems and the prescription of 
4 olicies. 
_ The very nature of the work demands these characteristics. All 
economies are political economies, and the best possible economic 
olution may be valueless if announced after political commitments 
have been made and action taken. It is especially important for a 
staff to take initiative, not to wait for problems to be assigned, 
but to select problems which are impending, which seem to lie 
ahead. Merely to describe a situation is not sufficient; policy-makers 
need more than an informed grasp of obstacles, they need also a 
far-sighted conception of opportunities. Value PSO and vision 
are therefore inherent in policy. 
| The study of any particular problem, or group of problems, 
equires the collective knowledge of many specialists because prac- 
ical plans arise from attacking a problem as a whole. To secure 
such varied information and to provide the basis for coordination, 
fechnicians from many departments and agencies of government 
need to be called in to serve on committees. It is at this point that 
aany operating problems of planning arise. 
_ A group or a committee is not self-propulsive; it needs the facili- 
des of a staff to get things done. A committee may take up much 
ime and effort in representing official positions, in compromising 
ith every shade of opinion, until what finally emerges is not a 
recommendation of policy, but a mediocre statement which is but 
he lowest common denominator of opinion. Too frequently the ob- 
ective of a report becomes simply the preparation of a document 
vhich everyone can sign. 
It is believed that there are two ways of solving this difficulty 
yf committee work. In the first place, when members are appointed 
© a committee, they may not be appointed as representatives of 
lepartments, but may be temporarily assigned to the planning staff. 
n this way they become agents of the chief executive, directly 
esponsible to him. They bring their special knowledge, but their 
Ulegiance is to the whole. In the second place, any staff technician, 
w director of study working with a committee, should meet infor- 
nally with committee members as individuals, keeping them in- 
ormed of the progress of study, and obtaining and incorporating 
heir comments as the work proceds. 
_ Only slowly do we overhaul our minds, reorder their contents 
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and evolve solutions. It is difficult for men to feel enthusiast 
over problems or policies which they have not made their own, ar 
it is difficult to have a feeling of participation unless the way 
provided for working with others to get things done. In this sens: 
democratic processes, as distinguished from totalitarian ones, a: 
characterized by the degree of cooperation which enters into tk 
study and planning of policies. 


2. THE REPRESENTATIVE CounciL—Many people have recor 
mended the establishment of a planning council whose mer 
bers would represent industry, labor, agriculture, consumers, et 
Self-interest of groups must play a vital part in any complex societ) 
and the problem is how to bring in and integrate these interests in 
the formal machinery of democracy. 

“What we require,” Ordway Tead has said, “is to use the sam 
human nature we have always worked with. It needs not a chang: 
but a chance. And the first thing that people need is a chance t 
get a clearer understanding of what matters they should be solicitov 
about in their own interest. They need urgently to grasp the comple 
character of our new surroundings and to agree that new and elabe 
rate methods are needed today if people are to be assured of securiti 
and personal stature. In a word, we need less a change in motiv 
than a means of realizing present motives under a new socia 
economic situation. . . . The trouble with group representati 
as now exemplified in trade associations, labor unions, bodies « 
consumers, and so forth, is not the fact of organized effort. It is tk 
fact of publicly unacknowledged efforts to secure special privilegs 
without the checks of a frank balancing of claims with the oth 
groups affected. We need not less group organization in economi 
life, but more; but it must be in the open and must conscious 
bring all the groups concerned in the affairs under consideration» 
with the consumer interest kept well to the fore.” + 
~ I agree that a representative body is essential for demoeae 
planning, but it is my belief that such a body should be mad 
advisory to the planning staff and not considered as the staff. T] 
chief executive needs over-all, informed, disinterested recommend: 
tions, and these can only be obtained from an agency which repr 
sents the whole, rather than from one which has allegiance t 
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sgments. A planning staff needs a representative council to obtain 
ints of view, clarify issues, secure special information and expe- 
lence, and to harmonize conflicts of interests. A council, therefore, 
as its place in the planning process, but it should not con- 
itute the basic planning institution. When it attempts to be the 
ater, it has not to my knowledge worked satisfactorily in modern 
overnments. 


3. A Lecistative StarF—Much is said today about “Presi- 
ential Government” and ‘democratic centralization.” It is now 
ommonplace to observe that legislators are not technically equipped 
D analyze many of the problems which confront them. It does seem 
nat the legislative representatives—the primary policy-determining 
gents in a democracy—should secure an understanding of all the 
elevant facts. 

’ Some believe that the representative council would bring out 
Ato the open the processes of the lobby and thereby improve the 
sgislative procedure. Others suggest that legislative proposals be 
eferred to the executive planning staff for analysis before con- 
ressional debate takes place. 

Both are worthy proposals, but I question whether they are 
afficient. Three obstacles in particular cause me to doubt whether 
le Congress, as now organized and constituted, will accept fully 
he services of a planning staff located in the executive branch of 
ur government. In the first place, congressmen, of necessity, must 
pend a large proportion of their time attempting to get reelected. 
en if executive reports came to them in a compact and readily 
mderstandable form—and frequently they do not—congressmen 
yould still lack the time to digest their contents. 

In the second place, a gulf exists between legislative representa- 
ives and executive officials. When it comes to experts, most con- 
réssmen are “from Missouri’; they must be convinced. The atmos- 
here of many congressional hearings is more that of a debate—or 
en of a trial—instead of collaboration in the common pursuit of 
Olicy. In general, the expert’s facts do not have much real sig- 
ificance until they are vouched for by some trusted member of 

Congress. 

If all congressmen could participate in planning staff work, 
fe, would be more intimately familiar with the nature of their 
roblems and the appropriate policies. All cannot do this, and the 


64 E.)J: COIL 


committee system of the Congress is supposed to solve this problez ' 
The committee system, however—and this is the third obstacle 
departmentalized and is not designed to effect any coordination | 
policy with policy. A coherent pattern of policies does not eme 
from committee specialization. $ 
It seems that the Congress needs a secretariat to assist it in palil 
determination. I am not suggesting that there be two policy form 
lating and advisory staffs—one in the executive arm of governmer 
and the other in the legislative. Such duplication would sure 
create a struggle for power and position. As our economy becomiy 
more administered in character and the planning process mog 
intensively employed, it seems probable that the function of polil} 
formulation will be centralized in the office of the President. _ 
The congressional staff should be concerned with appraisal a 
evaluation of policies recommended by the executive. The Congre 
should have its own arm to assist it in analyzing and weighing whi 
the executive recommends. Then the Congress would be in a bop 
ter informed position to determine what policy shall be. T 
preparation and enforcement of policy would be executive fur 
, tions; the evaluation and determination of policy, congressiom 
responsibilities. 


4. Economic Starrs For Inpustries—Useful planning meas 
more than the formulation of general policies; it means translati i 
such policies into the making of goods and the providing of service 
Real evidence that knowledge is being organized for action comm 
with the planning of schedules for production and prices, sched 
for employment and investment, and standards for quality. It is w 
factual patterns of information such as these that industrial p 4 
ning is concerned. 

In some respects American industry has had exceptional exy 
rience in industrial planning; in others, it is practically wit 
experience. The planning staffs of many corporations have pioneer 
in making production more efficient. Some few industries e 
have embryonic planning staffs in the trade associations. In t 
main, however, the objective of such planning is not the nasil 
tion and balanced expansion of production. Policies are forme 
and judged by their effect on the immediate profits of the compar ¥ 
and not enough consideration is given to their effects on the indu 
try, related industries, the consumer, and the economy as a who 
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yhe interrelationships of company with industry, of industry with 
adustry, and of industry with the economy as a whole in most 
ases have yet to be charted and understood. 

_ In industries where managerial decisions and not competition 
igidly determine prices and production we need planning—plan- 
ing which integrates industries as units. I do not wish to imply 
at internal cartels for the self-government of industry will solve 
ur problem of coordination. The social-economic criteria useful 
A operating an individual enterprise simply do not supply the 
nowledge necessary for attaining balanced regularity and dynamic 
xpansion of production. To achieve more effective organization 
nll require the inter-linking of governmental and industrial plan- 
ing. Although the details of industrial planning staffs will have 
> be worked out with experience, it does seem that the economic 
anning staffs must be quasi-public institutions because the real 
roblem is to secure participation of the public interest in the 
mulation of industrial policies. 

_ To have stable economic growth government must participate 
1 economic enterprise as a positive rather than restrictive force. 
;overnment and business must jointly share the responsibility for 
irecting monopolistic industries and for guiding the volume, char- 
cter, location, and timing of new investment. A “mixed” economy 
feasible and can provide expansion and employment if we will 
ut recognize its elements and create the appropriate mechanisms. 


IV 


_ This paper has touched more on the machinery of planning 
an on the attitudes of mind which vitalize the process. National 
fe cannot be viewed as a machine to be constructed according to 
gid specifications but rather as a vast, living, growing, changing 
rganism. For this reason a theoretical all-or-nothing approach—all 
issez faire or public ownership—is at variance with the common 
mse of the real world. It overlooks the evolutionary character of 
\cial institutions and the practical tendency of men to adjust to 
hanging circumstances, no matter how sound an absolute philosophy 
lay appear in abstract logic. 

As an illustration of the planning—not planned—attitude of 
1ind, I want to cite an interesting example. Several years ago I had 
series of conferences with Mr. W. Borgquist, director of the Swedish 
oyal Board of Waterfalls. This board is the agency of the Swedish 
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government which constructs and operates the electric power plaz 
and facilities owned by the government. It is as if our TVs 
Boulders and Bonnevilles were all rolled into one. 

During my conversations with Mr. Borgquist I gradually discq@s 
ered that he was also chairman of the board of the largest privy; 
manufacturing firm of electrical equipment in Sweden. In additity 
he was one of the leaders in the rural electric cooperative movemeg 

My curiosity finally got the best of me, and I asked him: “Mg, 
Borgquist, don’t you ever get out of bed in the morning and fi 
yourself with the complexities of a triple personality? Don’t you ey, 
wonder whether today you are going to be Mr. Borgquist, pukl}; 
servant, or Mr. Borgquist, private manufacturer, or Mr. Borgqu. 
cooperator?”’ 

He laughed and replied, “Oh, no, I never get confused. 
generation and transmission of electric power require heavy 


a necessity, and it is the policy here to make it widely available: 
the lowest possible cost. For this industry the facts seem to indi 
that the state can do a more effective and efficient job than ai 
other form of economic organization. 

“In electrical equipment, on the other hand, there are rapid & ra 
of invention and obsolescence. The development and sale of n@ 
products require a good deal of personal aggressiveness. For su 
an industry as this, I think the system of private enterprise is b: 
suited to perform this function. 

“In the case of rural power distribution, it is imperative that t 
costs be lowered on what is a relatively costly service. If the state trit 
to distribute power directly, farmers would want payments f 
rights-of-way. The cooperative form of organization encoura 
them to contribute these, and it also brings the farmers together f 
educational activities regarding the utilization of power on t) 
farm. For this function, I think the cooperative is the superior for 
of economic organization. 

“Three different problems, three different sets of facts, thn 
different solutions. I never get confused.” 

We in this country still lack many of the tools, skills, and soct 
technology to do effective planning. Stop-gap measures by the stz 
and restrictive measures by private groups may temporarily ai 
special interests, but at the expense of promoting friction with} 
the community. Chronic conflict, instead of calling forth tl 
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Ocratic virtues of reason, judgment, and tolerance, seems only 
impair them by spreading fear. 

It seems that the problems of economic democracy are therefore 
fold: the ways and means must be found, on the one hand, to 
€ more representative control to the administered sector of our 
nomy, and on the other hand, to preserve a large free economic 
tor. An exclusively administered economy is probably not com- 
ible with political democracy and without democracy, an ad- 
nistered economy cannot long remain creative or efficient. Plan- 
g as an administrative process for the solution of these prob- 
s should appeal as realistic to reasonable men interested in 
ial growth rather than in conflict. 


DISCUSSION 


Comments by John F. Miller 


There are only two exceptions that I would note to this excel- 
t statement on the role of planning staffs. First, I believe that 
mbers from operating departments on the technical coordinating 
mittees of planning agencies need not always be transferred or 
ned to the staff of the planning agency, but should ordinarily 
tinue to work in their own departments. In this way they can 
most effectively as liaison agents for ideas and action between 
operating and planning agencies. 
Second, it seems to me that the planning staff dealing with 
ernmental policies should be separate and distinct from the 
nagement planning staff. Both should be staff arms of the execu- 
e and their work should be coordinated. However, the task of 
nning the proper organization, procedures, and activities of 
inistrative agencies is in itself such a big and important job, 
losely related to budgeting and so distinct from planning policies 
d programs that a division of labor should be maintained. A 
inning staff that concerns itself with the factors of administrative 
ciency of operating agencies is likely to get lost in the woods. 
is is particularly true in government where the field of policies 
30 broad ane the field of administration so specialized. 
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> ve Poke 


As an arm of administrative management the policy plan 
staff is more and more indispensable to the modern executive. — 
live in an age of administration in which private and public 
ministrative agencies are constantly increasing in size, comple 
and significance. While the executive is faced with the growing 
of directing his agency, he has at the same time the increasil 
difficult task of formulating its policies and relating them to 
interlocking policies of other agencies. The policy planning si 
is needed to aid him in the latter task. This is true not only in 
case of the chief executive, but similar staffs are required for 
heads of the main governmental departments, for departmer 
bureaus dealing with important public policy, for state governme 
local governments, and for business organizations. If these ph 
ning staffs could be established—and many of them, such as 
National Resources Planning Board, the Bureau of Agricul 
Economics, 45 state planning boards, and numerous local and 
gional planning agencies, are already in existence—adequat ‘ 
staffed and properly correlated, an interlocking network of pl® 
ning agencies would be constantly advising our governmer 
authorities, both executive and legislative, on the technical — soe 
tions to public problems. A vertical group. of technical plann 
agencies in fields of industry, commerce, agriculture, labor, & 
might well be added to this horizontal governmental pattern. _ 

The activities of this mechanism of planning staffs should not | 
confined to the economic aspects of our problems. Their operati 
should cover all of our national resources—people, land, wat | 
minerals, transportation, housing, health, welfare, etc. The den# 
cratic frame of reference permits all problems to be dealt with 
the light of the facts. | 

Planning in a democracy for the problems of democracy s shot 
flow from “the ground up.” To achieve this end the national pl 
ning structure should be based, first, on decentralized regiot 
state and local staffs, and finally, on citizen participation in deal 
with national problems where they strike home. In this connecti 
the Department of Agriculture, through its county land-use ag 
cultural committees, has initiated a method of farmer participati 
in planning its programs, which is a most significant develop 
in democratic planning. 


OVERNMENTAL POLICIES AND LABOR 
RELATIONS UNDER DICTATORSHIP 
AND DEMOCRACY’ 


BY LEWIS L. LORWIN i j 


| Our task here is to help clarify the like and unlike features of 
ie two forms of government—dictatorship and democracy—around 
hich so much of the present-day conflict of opinion centers. The 
pect of the general problem with which this paper deals—the 
lations of government to labor—is of special interest insofar as 
e condition of labor reflects in a peculiar way the ideals by which 
government is guided, and measures the success of government in 
lvancing the basic values of individual self-expression and mass 
elfare. 


I 


There are various forms and types of dictatorship and democ- 
cy, and, if time permitted, it would be of interest to compare 
bor policies under the conditions of these different political forms. 
is out of the question to carry the comparison to such lengths 
re. All that can be attempted is to compare governmental labor 
licies under dictatorship and democracy in a general way. 

We use the term “democracy” to designate governmental 
stems characterized by the guarantee of civil rights and freedoms 
the individual, by representative government and majority rule. 
ictatorships today are distinguished by the fact that the con- 
ol of policy and of the state mechanism is in the hands of one 
rson or of a small group whose decisions are not subject to limita- 
on or modification by recognized legal processes of the popular will. 
ut in using the terms in this general way, we must keep in mind 
variations in democratic organization in different countries and 
different times, and the considerable differences between such 
ctatorial forms as Nazi Germany, Fascist Italy, Falangist Spain, 
id self-designated “dictatorships of the proletariat” like the U.S.S.R. 


* Paper read at the meeting of the American Political Science Association in 
ashington, D. C., December 28, 1939. 
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Broadly, insofar as they affect labor relations, governmen 
policies under democracy or dictatorship may be compared wi 
regard to four points: (1) Social content—i. e., the extent to whi 
the state is used to improve working and living conditions and | 
set minima standards (wages, hours, social security, etc.) ; (2) statu 
that is, the attitude of the state toward equality between worke 
and employers and toward the workers’ participation in fixing tha 
working and living conditions (collective bargaining, trade union 
cooperatives, etc.) ; (3) freedom—that is, the degree of variation | 
ideas and in the means for their expression allowed by the gover: 
ment (strikes, boycotts, picketing, etc.); and (4) enforcement—thl 
is, the system of risks faced by and penalties imposed on the lab: 
group for disagreeing with or disobeying the policies sponsored | 
the government. 

In current discussions of the subject, the issues are somewl 
over-simplified. Under dictatorships, it is said, relations betwee 
employers and workers are determined by the government in su 
a way as to suppress liberty and to dissolve the voluntary and se¢ 


in his relations with employers and special consideration of 
state for his welfare. 
Historically the situation does not appear so simple. Tl 
emergence of democratic government in the western world w 
accompanied in its earlier stages by restrictive governmental Dc 
cies toward labor and labor organizations. The labor legisla 
of the French Revolution, the Anti-Combination Acts of Engla 
in the earlier part of the 19th century, and the anti-labor | i 
of the United States during a large part of the 19th cent 
present a record in this respect which differs only in detail from tl 
of the un-democratic and absolutist governments of Germa 
Austria, and Czarist Russia during the same period. 
It should also be recalled how long and bitter was the strugg 
of the worker under relatively democratic governments to win sont 
of the rights now regarded as essential. The right to organize was n 
won by the French workers until 1886. The Anti-Combinati 
Acts of England were not done away with until the middle of tl 
seventies. In the United States, the right to bargain collectives 
has been only gradually and more fully recognized within the la: 
10 years. And it must not be forgotten that even relatively de 
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ratic governments at times have inflicted extreme penalties on 
orkers seeking the right to organize. 

- On the other hand, with regard to the social content of labor 
C olicy, the record of some un-democratic and absolutist governments 
uring the latter part of the 19th century compares favorably with 
zat of democratic governments. It was the government of Napoleon 
he Third which sponsored the first laws in France giving the work- 
rs some protection for their savings and provisions for old age. It 
as under a monarchical government that Bismarck planned and 
uried out the first extensive system of social insurance. 

_ What was true in the past is in a measure true also today. 
“here are many features of labor policy common to present-day 
ictatorships and democracies. This is shown not only in the trends 
a ards the provision of greater economic security, but also in 
he growing recognition by both types of government that a sys- 
2m of industrial and labor relations is part of the general social- 
C nomic structure. Even in dictatorial countries, it is no longer 
zerely a question of suppressing labor organizations. The problem 
as become one of shaping these organizations in accordance wath 
ze general economic and social pattern. 

In other words, policies affecting labor relations depend not 
nly and not so much on the structure as on the spirit of government, 
n the stage of industrial development of the country, and on the 
vernment’s general economic and social objectives. If we are to get 
clearer picture of the likenesses and differences between democratic 
nd dictatorial policies affecting labor relations today, we must 
jake clear the common elements and the dissimilarities with regard 
) these general social-economic ends. In view of the limitations of 
me and space, we shall outline briefly the characteristic features of 
th types of policy in such a way as to bring out their differences 
ith regard to the four points indicated above. 


Il 


In the dictatorial countries which have special interest for us 
ere, i. e., those which have a highly developed industrial economy, 
articularly Germany and Italy, we find a very complex system of 
overnmental policies regulating labor relations. Needless to say, 
e syndicates of Italy, the “Labor Front” of Germany, the labor 
ructures of Portugal or Spain, differ greatly in detail. However, 
4 have certain features in common, which may be summarized 
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as follows: 

In the first place, present day dictatorships assume a certaagy 
social responsibility for the welfare of labor. Their systems of soci: 
insurance, of labor protection, and of recreational facilities do n 
differ essentially from those in democratic countries and, in sony 
respects, may be even more developed. But the dictatorships subc@ 
dinate the idea of a rising standard of living to that of nation 
expansion and power. This may be in some measure due to th 
relative lack of economic resources in the dictatorial countries, b 
the fact remains that for the time being, the governments of the¢ 
countries are trying to restrict the workers in their efforts to impro 
their economic condition by holding wages stable, and otherwis: 
(This does not refer to war conditions, but to a general tendene 
evident before the present war.) a 

Second, dictatorial policies, while differing in specific pri— 
visions and even in larger outline, tend to give the workers 2% 
inferior status to that of employers and to limit severely the worl 
ers’ rights to self-direction and to representation in industrial hf 
There is an important difference, though, in this respect betwee 
earlier absolutist governments and the dictatorships of toda 
The former, based either on personal rule, or on feudal oligarch 
tried to promote the interests of the propertied classes by con® 
pletely suppressing the workers, and their organizations. The 
were entirely repressive in aim and method. The latter, aiming 1 
blend the interests of a heterogeneous political party with those «f 
the propertied classes under a system of controlled economy, find | 
necessary to treat the workers not as dis-related individuals, but ‘ 
a coherent group with a collective character. Their policy, ther 
fore, is not so much to suppress all labor manifestations, as to i 
corporate them into the general industrial and social structut 
They are oppressive but to a greater degree they are invasive ami 
pervasive. While allowing for collective labor action, the dictator 
ships of today insist upon controlling and directing it, in the inte¥ 
ests of the socio-economic-military state. The forms of collectiv 
labor action which are allowed are regarded as instruments in carrf 
ing out the industrial and economic policies of the state—the suprem 
end of all activity. ‘| 

For this reason, no matter how much the present-day dictato¢ 
ships may provide in theory and in law for workers’ organization ani 
industrial representation, the result is to subordinate both to emplo 
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rs and to the state, in all important industrial matters, such as con- 
itions of employment, settlement of grievances, etc. This is clearly 
xpressed in the German Gesetz zur Ordnung der Nationalen Arbeit 
£ 1934 with its provisions for Mutual Trust Councils (Vertrau- 
nsrate), Labor Trustees (Treuhander der Arbeit), and. Social 
donor Courts (Soziale Ehrengerichte) which embody the prin- 
iples of the unity of employer and worker (as opposed to group 
onflict), of “leadership” (as opposed to collective equality and 
egotiation) , and of rigid state control over industrial relations. 
n Italy, the famous law of April 3, 1926, the Charter of Labor of 
927-28, and subsequent legislation provide for workers’ syndicates 
nd for collective negotiations and agreements, with principles 
lerived from syndicalism and in opposition to the Nazi ideas; but 
ese “syndicalist’’ principles are largely overshadowed by the con- 
ption of the super-national state, and in practice they suffer from 
e limitations indicated above. 

Third, in accordance with their general character, the dictator- 
ips of today make every effort to force upon labor the official 
eed and ideology of the state. Inevitably the dictatorships are 
ermeated with a spirit of suspicion toward labor and toward its 
sndency to self-directed activity. In the case of labor more than of 
ny other social group, does the dictatorial state show its jealousy 
f group thinking and action. Group organization is permitted and 
ncouraged only to the extent to which it can be used to direct: 
e loyalties of the mass to the government and to the political party 
hich has a monopoly of government power, and to aid the gov- 
nment in carrying out its industrial and social aims. 

Fourth, there can be no question as to the severity of the penalties 
sed by present-day dictatorships against opponents or even mere 
assive dissenters among the labor group. 


Til 


The contrast of recently developed democratic policies to those 
f dictatorships on the four points can be easily drawn. Briefly, 
ee policies affecting labor are more concerned today with 
eater equality in the distribution of the national product; they 
avor the principle of self-direction and representation by workers’ 
rganizations in industrial affairs, and of voluntary cooperation 
etween employers and workers on a basis of equality; they allow 
or a wide range of disagreement in ideas and for a considerable 
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margin of conflict in putting ideas into effect; and they tend toc 
cumscribe the scope and severity of the means for dealing wi 
violations of the law affecting labor relations. These policies 
developed earlier in such democratic countries as Sweden but i 
become the basis of policy in most democratic countries in re 
years. One of the most comprehensive formulations of this 
is contained in the social reforms adopted by the Blum governr 
in France in 1936. aA. 
It is gradually being recognized that the success of demo @ 
government under our new economic conditions depends large 
upon governmental policy with regard to industry and labor. Tr 
is perhaps the most important development i in the understanding 
democracy in the last ten years. It is seen that the old atomistic id 
of democracy has ceased to have validity. We have entered a perid 
of socialized democracy in which group interest and communi) 
outlook must be harmonized. Democratic labor policy must, ther 
fore, mean the right and the power for the social-economic grou 
in industry to work out their problems on the basis of free ar 
flexible collective negotiations aided by the agencies of the sta 
when and where necessary. It is at this point of group self-directi 
in harmony with the general interest that one finds the cnet 
differences between the types of labor policies considered here. } 
dictatorial government has been able in the past, or is able to 
‘to maintain itself on the basis of free individual or group ek 
expression. On the other hand, democracy from now on can t 
only by such self-expression and by allowing a wide margin 
differences of view and for flexibility of group action. | 
A large part of the so-called “‘crisis of democracy” arises os 
the fact that it is going through a transition period with regar 
policies affecting labor relations. The essential feature of the 
situation is that the rise of organized economic and social group‘ 
which develop a sense of collective interest and a desire to furthe: 
their interests by collective means, is in contradiction to the earlie 
legal and political systems of democracy. Those who would cling 
traditional forms and ideas cannot further the adjustments nece 


sary today. Democracy can be saved only by those who are t 
to reform it. 


While the contrast between dictatorships and democracy as 


appears today with regard to labor policies is important, of eve 
greater importance are the dynamic aspects of the situation. 


a 
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atorships are essentially unstable. At present, they are an expres- 
ion of wide economic, social, and political inequalities in the 
atus of national, regional, economic, and social groups. As these in- 
qualities are narrowed down, the basic social processes towards 
ohesion through voluntary agreement and towards self-discipline 
der socially guaranteed rules will reassert themselves. Greater 
mphasis on this fact in the midst of the present confusion and 
ragedy is necessary as a basis for renewed faith, not only in the 
nited States, but throughout the world, in the ultimate victory 
f democracy. 

2 
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GOVERN VTZ DT AN NTN * | 
ITALY AND GERMANY’ ; 


a* 
BY FAUSTO R. PITIGLIANI 


1 


It is not possible to give an idea of the structure of German ar 


Italian planning, nor give a final evaluation of their results in 
brief space. On the other hand, I think that a summary reply 

the following three questions might offer a clarifying contribution 

the problem of government planning in general and to the inte 
pretations it has been given in Italy and Germany. I propose — 

answer the following questions: 


1. Toward what goals have the Italian ead German plans bes i 


directed? 
2. Are the Italian and German government plans a fora ‘ 
economic planning or rather more a form of regulate 


economics? 
3. What is the relationship between the government plans of th 
two countries and the corporative principles? . 


In this summary, I shall assume that the economic set-up esta: 
lished by the Nazi and Fascist regimes, respectively, prior to tl 
creation of government production plans, is somewhat familiar. — 

; 
I. Italy i 

‘THE PRACTICES OF FAscist GOVERNMENT INTERVENTIONISM. —~Th 
first concrete allusion to economic planning occurred in Italy ii 
Mussolini’s speech to the Assembly of Corporations on March 2 
1936. In that speech Mussolini introduced the concept of econom: 
plans in Italian economy in a manner completely different fro 
that foreseen by students, and from that envisaged three years befou 


in the structure of the Corporations. This radical change in thi 


direction of Italian economy followed shortly after the establishmer 


of foreign exchange control and the application of League of Nation 
sanctions. 


* Paper read at a meeting of the American Political Science | 
Washington, D. C., December 29, 1939. 


** Former Profesor of Economics at the University of Rome. 
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’ The regulations of foreign exchange may be regarded as similar 
y those which accompanied the 1934 Schacht reforms in Germany’s 
conomy. They can be summarized as the control of foreign ex- 
mange, the cession to the National Institute of Exchange of all 
reign credits owed Italians, and the institution of a system of 
uotas and permits for imports. Foreign trade becomes a direct and 
idirect function of the state which, by means of the new Ministry 
f Exchange and Currency, assumes the character of a general mo- 
opoly. The state controls the balance of trade in such a way as 
diminish imports drastically and increase exports. Executive 
odies, charged with monopoly of foreign and domestic trade in 
lected products, especially minerals and metals (copper, nickel, 
joals) were created in order to achieve these aims. 

With the application of the League of Nations sanctions all 
egulations of an interventionist character previously adopted or 
egun, became more drastic under the double spur of necessity and 
atriotic enthusiasm stimulated by skillful propaganda. Thus the 
echanism of direct control over prices, already adopted, was 
xtended to many other consumer goods. Moreover, it was inte- 
ated into a system of indirect control over supply and demand 
hich contributed to the almost complete suppression of elasticity 
n the market. The price fixing authority, originally assigned only 
o Corporations, later was transferred to the Corporative Central 
ommittee. This is a body of economic control acting directly 
inder Mussolini, who is assisted by a small number of technical 
dvisers. 

New bodies called technical corporative committees were created 
ithin the Corporations, which hardly had begun the study of 
orporative plans for a different organization of production. Instead 
f acting upon the existing system of production, which remained 
argely in the hands of the industrialists, these committees concerned 
hemselves with the regulation of distribution and trade, especially 
holesale business. 

Mussolini’s speech of March 23, 1936, came at the most critical 
moment of the Ethiopian War. The necessity for military prepara- 
ion was given as the first and fundamental reason for the complete 
control of the productive organization of the nation. Among the 
salient points of that speech were the following statements: 
“Political independence is inconceivable without a co-relative 


| Ame ie 
condition of economic independence.” 
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“Total economic independence is impossible, but it is of 
greatest importance that it be realized in the sector of natio: 
defense.” 

“The regulatory plan of Italian economy is dominated by th 
inevitable fact that the nation will be called to war. In the preser 
historical period the factor of war together with the doctrin 
Fascism is a determining element in the state’s attitude to 
nation’s economy.’ 

“The regime will content itself with controlling the nation 
economy by means of the corporative organs of the state.” * 

These statements indicate that the Italian attempts at autarch 
are pursued not for the purpose of giving the Italian people a high 
standard of living or a greater expansion within the field of inte¢ 
national economy, but primarily to guarantee to the Fascist regin 
opportunity for autonomous political action in the cgoveraill 
field. Basic corporative ideas such as, for example, self-govern 
of productive classes, are given a secondary place. They were mean 
which it may have been opportune to use at one time, but whic 
now have served their purpose in the Fascist regime’s political gam! 

This change in policy was confirmed by the measures decree 
the first months of 1936. On March 18, 1936, the Inspectorate fe 
the Defense of Savings and the Exercise of Credit was created ar 
put under the direct control of the state. Private savings were steere 
toward investments preferred by the government. In certain casé 
and under special regulations, self-financing was imposed on indu 
trial concerns, inducing the producers to invest their profits in 
particular form. In other cases new investments were prohibit € 
in industries which were developing too rapidly. This was dot 
either by direct official restrictions upon financial operations or 11 
forbidding establishment of new plants, a prohibition which wa 
sanctioned by executive organs. Consultation with the Corporation 
or syndical associations regarding the establishment of new plan) 
is rarely undertaken. A month after the regulation governing saving 
appeared, a decree was published on April 16, 1936, which author 
ized the Ministries and the Corporations themselves to entrust 
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duction within their respective branches of industry. This mea 
that cartels were recognized by the state as responsible for produc 
in particular fields. In this way those tasks which should have be 


LOW 


iwi 


* Sindacato e Corporazione, March, 1936, p. 291. 
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entrusted to Corporations and therefore to the productive collabo- 
ation of the various classes were entrusted instead to combinations 
bf entrepreneurs by the government. This measure, which at first 
vas explained as a consequence of special political circumstances, 
still in force. Even today it is the large industrial combination 
which really manages the production and distribution of materials 
lecessary for armaments as well as the goods called for in the 
utarchic programs. 

_ While the organization of the industrial set-up once again be- 
came the task of big industry, the general direction of production 
Was more and more determined by the executive bodies. In fact, 
he Central Corporative Committee had to grant final approval of 
all rules adopted by the Corporations and consequently of each 
pne of the projects under the plan. The Central Corporative Com- 
mittee with the addition of representatives of the larger industrial 
enterprises and expert technicians, gave place in March, 1936, to the 
Supreme Commission for Autarchy. This Commission was supposed 
to examine all proposals or plans designed by the Corporations and 
by government agencies to stimulate national production. Since the 
Corporations barely had begun the formulation of their economic 
plans, a task requiring a considerable period of time, the executive 
concentrated the controlling power in the hands of a more compact 
body of bureaucratic character. This new agency, known as the 
Inter-Ministerial Committee for Self-Sufficiency, possesses broad 
powers over matters of national economic importance. It can grant 
permits for the establishment of new industrial plants without 
special procedure, and compel certain industries to adopt more efhi- 
cient productive processes to improve national production; it also 
can fix selling terms and prices for their products. 

It appears proper to conclude that there have been two organi- 
zations for economic planning in Italy. One established in normal 
times for the harmonious elaboration of plans which were to extend 
to the entire national economy. This was the corporative structure 
as it was formulated before the Ethiopian War. The other organiza- 
tion has concerned itself effectively with autarchic plans and is 
represented by executive bodies on the one hand and by heads of 
large industrial combinations on the other. The plans promoted 
by the second organization, which alone have practical application, 
have had as their goal the intensification at any price, of production 
in selected industries and especially in those important to armament. 
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The government deliberately has directed the financial resources « 
the country, specialized skilled labor, import permits, and tar? 
manipulations towards these industries. Other activities have hai 
to adapt themselves to complementary functions. The corporativ 
organization, rather than continue the elaboration of plans whic 
would have had no concrete execution, now does nothing bu 
adapt the remaining economic elements to the exigencies of th 
war economy. ; 
It is difficult to predict whether this tendency for the governmer 

to dominate production without the intervention of all productix. 
classes as represented in the Corporations, will be able to endun 
for long. There has been talk in Italy lately of a more rigorov 
control of cartels. This control would have to be exercised by thi 
Corporations armed with new powers. Probably this tendency woul! 
be developed only if political circumstances were to permit; i 
turn, this depends on whether or not the Fascist government wi: 
be preoccupied more with inner economic organization than ib 
events in the arena of international politics. 
ConcrETE RESULTS OF ITALIAN PLANS.—It is hard to give a pre 
cise evaluation of the results achieved by Italy in the applicatio 
of her autarchic plans. The data at our disposal are not complete 
nor are the aims which the government has set for itself in eve 
sector of production known. It is, however, certain that seli] 
sufficiency cannot be fully reached in many important fields af 
production with the exception of wheat. Under the impulse of th 
new plans the domestic production of coal and iron ores has beet 
rather successfully increased. The same can be stated for the chemic¢ai 
industry, with special reference to rayon and other artificial textiles 
On the other hand, the absence of liquid fuel, fats, and especial ¥ 
of copper and tin, constitutes-an economic inferiority which canno 
be overcome easily. i 
: 


II. Germany 


German governmental plans are generally divided in two schemet 
known as the first four-year plan and the second four-year pl an 
respectively. 

THE First Four-Year Pian, 1933-36.—This was undertaken fo 
the development of producers’ goods and for the utilization of ex 


isting materials. The German government embarked on the firs’ 
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our-year plan as a remedy against the internal effects of the world 
epression. In general, it tended toward the reorganization and 
nstruction of giant public works as well as the increase of 
aments. 

An immediate aim of the plan was the reduction of unemploy- 
ment by absorption of the unemployed in road construction and 
n the public services, in the factories and in the army. During the 
ealization of this program, however, the objectives underwent a 
change (beginning about 1935) and the plan was extended to the 
nlargement of technical equipment, with particular attention to 
e fabrication of building materials, motors, army equipment (such 
textiles for uniforms) , and to agrarian improvement projects. For 
the execution of this first plan, in addition to the public services, it 
yas necessary to give prime consideration to the industries producing 
apital equipment (metallic, metallurgical plants, and mines). All 
hese industries, in fact, had been operating 30 percent to 50 percent 
elow their previous capacity. Therefore, they were especially singled 
ut for the re-absorption of the greater share of the unemployed, 
nd for the realization of one of the most important aims of the 
lan, that is to say, re-armament. Consequently, the production 
index of this class of industries rose from 45.7 percent in 1932 to 
about 100 percent in 1935, and to 113 percent in 1936. 

On the other hand, the production of consumers’ goods which 
ad fallen off 26 percent from the period preceding the depression, 
fter manifesting a slight rise in 1933-4, suffered a regression in 1935 
s compared with the preceding year. In the year 1936, this produc- 
ion amounted to 95.6 percent of that of the period preceding the 
epression. Such a phenomenon finds its explanation in the well- 
nown principle of the non-elasticity of certain needs, in the scarcity 
f foreign exchange available for the acquisition of raw materials, 
specially of those necessary to the textile industries, and finally, in 
he slowness of the rise in incomes characteristic of this special type 
f prosperity forcibly financed with credits. 

THe SECOND GERMAN Four-YEAR PLAN, 1937-1940.—This was 
ndertaken for the realization of industrial self-sufficiency. In its 
asic implications, this second plan reveals Germany’s economic 
preparation for the eventuality of war. Although many features of 
om plan may seem attuned to other and more peaceful ends, the 
atter are only of secondary importance. It was said, in fact, that 
this second plan was established in order to reduce the disproportion 
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‘ 
between the production of producers’ goods and that of consume 
goods which had been left at a low level by the completion of 
second four-year plan. However, it is enough to examine the ty 
of consumer goods produced (automobiles, motorcycles, radio sets) 


government tended toward the utilization of the rising nationag 
income for potential war investments. The purpose of furnishin 
the population with a greater number of enjoyable goods was there 
fore distinctly secondary. 

On the other hand, even the aim to increase foreign trade wi 
be interpreted more as an expedient for the assurance of an indis 
pensable minimum of foreign exchange than as the realization of 
a peace program. In fact, foreign exchange is necessary so as teg 
provide for the acquisition of those raw materials whose production®y 
in the country and whose substitution by domestic products hae 
been revealed as impossible in the light of experience—such as iron 
ores, crude oil, copper. A study of production statistics will show thaa 
the index of consumers’ goods surpassed that of producers’ ob 
only for a short period in 1937. By 1938 and during the first hal 
of 1939 the latter were in the lead. By the second half of 1939, Ger 
man production was completely geared to the satisfaction of wan 
needs. : 

STATE ACTION IN THE GERMAN PLANS.—The German governmer t 


ordinated plan nor by means of any organized system. Neither di 
it establish any specific objectives for each plan, nor the means 
for the attainment of such objectives. This was a characteristic of the 
1934 program, which developed in a fragmentary way and whiell 
was adapted to the requirements of the foreign exchange situation 
and production techniques. | 
By an analysis of the tasks of the particular plans, it can be 
seen that they have been based on a kind of rough balance betwee 
supply and demand, and internal consumption and production 
Data on this balance are not easily found nor can the results of the 
completed plans themselves be confirmed, because either there ha 
been no publication of data or those which we possess seem to be 
uncertain. Still, it is useful to note how the regulation of Gerr a 
economy occurred in the different branches of production and wha 
action was taken by the state in each. | 


1. Agriculture. In this field the state sponsored two principles 
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taken from Feder’s program, that is, ‘“The Battle of Production” 
(Erzeugungschlacht) and the “Reorganization of Inner Markets” 
(Marktordnung) . In order to realize these two principles it has: (1) 
organized the landlords into “Principal Associations” (Hauptverein- 
igungen) to which must belong all the Regional Economic Fed- 
erations (Wirtschaftsverbande) of a particular branch of agricul- 
ural production; and (2) established the Corporation of National 
Supply (Reichsnahrstand) which furnishes technical and economic 
assistance to farmers and is dependent on the Ministry of Supply. 
(The Corporation of National Supply is the exclusive representative 
of German peasants and agricultural cooperatives concerned with 
he industry and trade of agricultural products. Thus, all German 
agriculture from the process of soil cultivation to the exchange 
and manufacturing of its eas is represented by the Corporation 
of National Supply. 

2. Industry. Raw materials were the specific and principal ob- 
jectives of state regulation of industry in this field. Established 
originally as an emergency measure in view of the unfavorable trade 
balance, it assumed greater importance later. ‘Today it rules every 
single aspect of the inner economy and is identified with the govern- 
ment’s general economic policy. Still, the first organic attempt was 
made with the introduction of the Schacht plan of 1934. This was 
based on the principle that only those purchases which could be paid 
or, should be made abroad. The first instrument of these plans, 
herefore, were the “Control Offices for Foreign Trade.”’ Originally, 
heir authority was limited to the control of imports and the asssign- 
ent of foreign currencies for payments. Later these offices were 
ziven authority to prohibit the use of certain raw materials to private 
producers or consumers, compelling the use of substitutes, with 
the aim of regulating imports by subordinating them to the availa- 
bility of exchange and to the economic orders of the government. 
With the beginning of the second German four-year plan in 
1936, industrial economic autarchy was organized in an autonomous 
form under the Reich’s Commissar, as had been done in other eco- 
10mic sectors of the country. Autonomous sections under the Com- 
issar’s control were: (1) Production and research on domestic raw 
material, (2) distribution of raw materials, (3) employment of labor, 
(4) price fixing, (5) agricultural production, (6) currency and 
xchange questions, (7) synthetic gasoline, (8) exports, (9) struggle 
eins waste, etc. In November, 1937, the Reich’s Commissar in- 
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corporated the greater part of these sections into the Ministry cq 
Economy in order to avoid duplication of offices. Only the Cong 
missariat of Prices remain autonomous, while the Employmenie 
Section for labor was absorbed by the Ministry of Labor and that c 
agricultural production by the Ministry of Agriculture. Thus, t 
administrative offices set up for the realization of the plans @ ar 
almost all dependent on the Ministry of Economy. 

THE FINANCING OF THE GERMAN PLANS.—Germany has finance 
all its programs of industrial reconstruction by substantially mori 
gaging the state’s credit. The technique employed to stimulat 
economic revival in the beginning and then prolong it, has beeR 
that of issuing obligations on the future, the income from whic 
has been used to pay wages to workers and profits to entreprenet 
The public bodies (and the very government of the Reich) hav 
utilized the generalized system of taxing incomes which has returneey 
to them a share of what was expended in wages and profits. Th: 
industrialists, and in general all those who have been tied direct] 
to the mechanism of production, by their deposits have provided th: 
banks with money for the discount of government paper. The mori 
production has increased, and the profits of industries have risen 
the more the German fiscal system has resorted to loans. The trans 
formation of part of the savings into income-bearing obligations 
the increasingly severe taxation, the self-financing of war industries 
and the issue of semi-obligatory subscriptions for loans represen 
other phases of this intervention. 

According to the Nazi system, price control stems from the pri 
ciple that production must develop in conformity with the legitimate 
needs of the population—therefore, price must not vary in accordance 
with existing supply, but must remain rigid whatever the volume 
of supplies offered and demanded may be at a particular time. 

ConcreTE RESULTS OF THE GERMAN PLans.—It is difficult te 
arrive at a quantitative evaluation of the results obtained by the 
completion of the autarchic plans in Germany, because of the pre “Ol 
visional nature of the conclusions, as well as of the uncertainty 0 
the data at our disposal. However, it can be concluded that the p 
duction of mineral raw materials has been greater than that o 
organic raw materials, and that production of “Ersatz” goods ha 
surpassed every other result. It can be concluded, too, that the 
German plans have not solved the problem of war economy 
which they were conceived and executed. In fact, they have 


; 
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ven offered a solution to the problems presented by those products 
hich are especially required by the war industries. Nor can any 
ifferent evaluation be made in the field of agriculture where the 
evel of productivity has undergone no appreciable change under 
utarchy. 

_ This summary description of the objectives and functioning of 
he German plans has not touched upon the relations between capital 
nd labor. This is due not only to the brevity of the exposition, but 
ibove all to the fact that in the German plans, the entire field of 
conomy is left exclusively to the technical authority of groups of 
ntrepreneurs under the control of the state. In theory, in the Nazi- 
Ocialist system, equality between the different factors of production, 
nd especially between capital and labor, should be achieved through 
he Labor Front, which is an organization of all those engaged 
productive enterprise, whether they be workers or employers. 
uch an organization has the definite aim of creating, in various 
yays, good-will and cooperation between the various classes for 
e sake of the national interest. But in practice, workers’ partici- 
ation in the organism of production is regulated by “councils of 
ust.” Such councils exist only in establishments hiring more than 
wenty workers, and they concern themselves principally with social 
uestions and problems associated with the particular enterprise, 
nder the guidance of the head of the factory. Workers who are 
embers of such councils must not only enjoy the trust of their 
llow-workers but also that of the head of the enterprise as well as 
at of the Nazi party. Thus it can be understood that the decisive 
ower of the workers in the organism of production is hampered 
ather than favored by this system. 


UI. Conclusions 


In summarizing this brief appraisal, let us now try to collect the 
hreads of the argument and arrive at some answer to our questions. 


Toward what goals have the Italian and German government 
lans been directed? 

Both these schemes have been conceived by the respective gov- 
rnments for the purpose of reaching a certain degree of economic 
If-sufficiency. This tendency, which is a general characteristic of 
ontemporary economic policies, has been conditioned in Italy and 


e 


is 


Germany by the necessities of the war. In that way, the efforts 
the two countries are not concerned with those industries wee | 
economically more productive and profitable but in those which a: 
militarily more indispensable. Even though the latter were a 
pered by limitations of natural resources, absolute self-sufficiens 
even for purely warlike ends has proved technically pak | . 
The cartels of entrepreneurs are the agencies of production ee | 
or indirectly linked with the war. While the development of gias 
productive enterprises and of combinations constitutes a histor 
characteristic of German economy, in Italy such a phenome ‘ 
especially within the last ten years—has coincided with the devel 
ment of Fascism’s economic interventionism. Given the importance 
of the tasks assigned to the industrial organizations as well as th 
proportions such concentrations have assumed, both regimes haw . 
concerned themselves with the creation of a mechanism for the ec¢ 
nomic and fiscal control of cartels. 

In Germany, where such control already existed in the f 

of direct state participation in productive enterprises, industri 

“groups” have been created which control the cartels from a nation: 
point of view. These German industrial groups are associations ¢ 
entrepreneurs for complete branches of production which regula 
the economy according to Nazi concepts, and which aim also at th 
reduction of prices. 
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two wee with time have NACE, the tactic of direct od 
intervention in the management of large enterprises and of thei 
combines, as well as the utilization of professional onganizalouaa ic 


combinations of big industrialists in Italy and Germany since id 
closely linked to the vicissitudes of international politics. It is n 
hazardous to state, however, that when the occasion no longs 
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ther forces. ‘These new forces will not only counteract the first, but 
So strip them of their power and part of the fruits of their former 
iccesses. In this way, it is probable that capitalism rather than 
eing preserved merely as a system for the re-investment of profits 
ill be maintained as a productive technique for the formation of 
ipital, should the government so desire. Formation of profits has 
een encouraged wholeheartedly in Germany and to a considerable 
easure in Italy, but the profits have been utilized for the political 
ims of the government. This phenomenon can be compared to an 
ample from the field of husbandry: The totalitarian government 
esembles the peasant who prepares the honeycomb for the bees; 
fter the bees, obeying a natural instinct, make their honey, the 
easant smokes them out and appropriates their product. 


Are the German and Italian government plans a form of eco- 
omic planning or are they rather a form of regulated economics? 

From a recent article by Professor Kapp in the American 
iIconomic Review,” I have selected a list of the chief characteristics of 
jlanning and of regulated economics: Regulated economics is dis- 
nguished from planning by: (1) Quantitative regulation of in- 
ustry and trade; (2) absence of a consistent coordination of various 
gulations by a general economic plan covering the whole economy; 
3) gradual abandonment of the market as a regulator of production 
nd distribution. On the other hand, economic planning is char- 
cterized by: (1) State ownership, even though partial,* of the means 
f production; (2) the fact that the central political authority as 
yell as the highest economic authority belongs to the state; (3) di- 
ction and control of production and distribution according to a 
eneral economic and social plan. 

From this definition it is clear that the steps taken by the Fascist 
nd Nazi governments are identified more with a regulated economy 
an with government planning. The clarity of the distinction, 
owever, is more theoretical than practical. Numerous indications 
the Fascist and Nazi economics can be noted which show how 
ear we are to crossing the bridge which separates the economic 
pe of regulated economy from that of planning as such. These 
dications are: the restriction on the freedom of distribution of 


2 Karl W. Kapp, “Economic Regulations and Economic Planning,” American 
‘conomic Review, Vol. XXIX, No. 4, December, 1939, pp. 770-1. 
*Kapp’s definition does not consider partial state ownership of the means 
f production. 
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income in accordance with the greatest satisfaction of the incon 
recipient; the restricted functioning of the price mechanism, ff 
which a rigid price system fixed by the authorities is substitutes 
and the limited range of competition within the field of even doma 
tic industry.* : 
The fact that Fascist economy orients itself more and mow 
towards collectivistic schemes is proved by the circumstance th: 
orthodox Italian economists who have always sought in Faserg 
economy those elements which distinguished it from communi 
economy, are today compelled to re-examine the economic cha 
acteristics of communism in order to avoid the necessity for adma 
ting some theoretical similarities between the two systems. ' 


What is the relationship of government plans in the two cou 
tries to corporative principles? a 
The Italian and German experience demonstrates how the ecq 
nomic and political organization of productive classes has bee@ 
utilized so as to render the entire economic set-up of the natiog 
continually more dependent on the orders of the central politic: 
authorities. The voice of the productive classes and the principle « 
self-determination for these have had a limited application. Thif 
has happened in Italy even though it contradicted the basic concepR 
of the corporative system. | 
Notwithstanding these facts, differences in the formal develo; 
ment of the plans are related to the different interpretations give 
corporativism in Italy and Germany. In Italy the presence of th 
Corporations, as state bodies, has produced at least a formal orgat 
elaboration of partial plans arranged for every branch of productio1 
In Germany, however, the plans have been elaborated by the gop 
erning authorites in a fragmentary and gradual manner, accordir 
to the necessities of the moment. | 
Another difference between the Italian and German systems 
the absence in Italy of the Fuhrerprinzip, the foundation stone o¢ 
which the Nazi system rests. Because of this principle, all authorifi 
is concentrated in one person, in a leader, who exercises all powe 
in his field and is responsible only to leaders above him. Hence 
deliberative bodies can find no place in the national-socialist system 
In this circumstance the national-socialist system differs from Italia: 
Fascism. The principle of hierarchy espoused by Fascism in ig 


_*Guiseppe Ugo Papi, “Economia per piani ed Economia Corporativ: 
Giornale degli Economisti, 1936, pp. 219-220. 
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annot be compared to that of the Fiihrerprinzip. ‘The idea of sub- 
1ission to command in military fashion under every circumstance 
5 less understood in Italy where the concept of freedom, although 
‘May rest in unconscious political forms, still has claims upon the 
inds of individuals. Besides, the so-called hierarchy in Italy has 
pund more application in the strictly political field where every 
peal authority depends on a superior authority in a military way. 
1 the inner organization of enterprises, labor enjoys a theoretical 
quality with capital; in Germany this is not admissible in deference 
p the Fuhrerprinzip. The different concept of labor relations in 
taly and Germany probably can be explained by recalling that the 
iridical basis of the labor contract in Italy goes back to the Roman 
locatio operis,’”’ while in Germany the relationship of dependency 
ietween worker and employer has its source in the contract of 
faithful service’® (Treudienstvertrag) which reveals how the mod- 
mm conception of German law has returned completely to its 
nedieval principles. 


*Herbst, “Der Treudienst Vertrag,” Deutsches Arbeitsrecht, 1939, p. 181 ff. 
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THE ANATOMY OF PRODUCTION’ 


** 
BYs RAY Es CHAR VEY 


How to achieve the maximum social utility from our nation: 
resources is the urgent problem today. This is the task of twentie 
century statesmanship. 

The philosophy of liberalism and the system of capitalism nm: 
only fostered but demanded an ever-increasing production of goo 
Contrary to common notion, capitalism is not only an economm 
organization, but a social and political one as well, which liv 
and thrives only by expanding production. The system offers 1 
alternatives to the anticipation of new highs in production an 
consumption. Recently Leon Henderson, New Deal economi: 
stated before the Temporary National Economic Committee th 
“necessarily we have got to go beyond that (1929 level of pr 
duction and consumption) in order for this thing we call a systeqy 
to maintain itself. . . . I will not only say that I believe that hi 
is not a distortion or not an unusual occurrence; I think it is 
the logic of the growth of America, and I think that the logic a 
impels you to feel that not only will we go forward, but that } 
must go forward if we want to maintain a whole set of institutio: 
relationships which we call the American system.” + 

We have a plant structure competent to carry us forward. A 
failure to achieve material security is not and need not be due 
deficiencies in industrial technology. Rather, it is the result of U 
motives and procedures which govern its operation. The system 
production, distribution, consumption—capitalism if you will 
working badly. This is clearly shown by the ten year old depressi 
as well as by the many recent investigations into our econom# 
order. 


We cannot continue long on this path with safety. It is th 


* This is an extended review of Organized Labor and Production by Mor 
L. Cooke and Philip Murray. Harper and Brothers, New York, 1940. Pp.. 
277. $2.50. The numbers in parenthesis refer to the text. Unless otherwise state 
footnotes are taken from the text. : 


** Washington Square College, New York University. 


* Temporary National Economic Committee, Hearings (1938), Part 1, p. 14 
Not cited in text. 1 
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ailure to get the maximum of socially useful goods out of the 
ational plant that causes dictatorships and totalitarianism. If de- 
mocracy would survive it must demonstrate its ability to develop 
he techniques and the disciplines necessary to get the maximum 
f social utility from its resources. 

_ Although we have developed a productive system whose com- 
tence to meet our needs is not questioned, we, as a people, have 
never asked seriously for whom is this system of production pro- 
ucing? If for the owners, then what of the billions of dollars 
vested in government securities? If for management, then what 
f the rights of private property? If for labor, then what of the 
ome ten million unemployed? If for the consumer, then what of 
he surplus commodities while people are hungry? 


I. The Productive Process 


Owners, management, labor, consumers, and government make 
up the productive process. But the folklore of America has con- 
leived the productive process as owners and management alone. 
t has had little to say of the interest of labor; even less attention 
aas been given the consumer, and government has been denied a 
place in it. But these last named factors are the dynamic elements 
»f ends and order on which the process of production depends. 

_ All five groups today are concerned in the direction of the 
process. That they are unequal in strength is well known. ‘Two 
rroups—management and labor—have tended to polarize the con- 
ict. More recently, government is pushing in with the effect of 
reating a tri-polarity in this struggle for power. The two remain- 
ng groups, owners and consumers, although on the periphery, are 
of vital importance to the outcome insofar as they can be used as 
‘eflecting boards for propaganda. It is not the purpose here to 
svaluate all these forces; rather it is to define the roles of labor and 
management so that the productive process may give a maximum 
of social utility. 

To this end Morris L. Cooke and Philip Murray examine realisti- 
rally the contributions of management and labor as well as their 
esponsibility in the production process. ‘They investigate courage- 
poly the techniques through which a more responsible and whole- 
ome joint relationship may be evolved to the advantage of both 
= to society. They bring to this study a wealth of information 


yathered from experience and serious thought in their respective 
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fields of scientific management and labor. They do not propose > 
offer any final, definite statement of principles but rather “O 
hope has been to set up techniques of law and order, to recogn® 
science, to intrigue the best in the contending parties and to ply 
that industry should produce more and more to the end that tha 
shall be more and more to divide. But we have had never a thoug; 
that the deeper conflicts of a people seeking ever more freedcg 
for mind, body and soul should be compromised.” (6) They attd 
their sincere belief in organized labor and in its usefulness to t 
further development of the democratic process as well as. thof 
recognition of the necessity of management and of managemempy 
right to manage. Finally, they have the conviction that a comm<¢ 
ground can be found upon which the two may cooperatively -— 
crease the volume of production of the American people and ccg 
sequently attain for both a higher standard of living. 
Society is made up of competing groups—struggling for privileey 
for status, for a larger share of the material goods of life. Theres 
nothing morally or ethically bad in this situation.? It is the socz 
process. What is demanded is an accommodation of these confli§ 
ing interests, not their liquidation. Management and labor repay 
sent such a situation. i. 
The climate of opinion has not been conducive to a successf 
adaptation of the differences between management and labor. . 
has been and remains generally more generous to the former wh: 
viewing suspiciously the latter. It recognizes management’s natunp 
right to status, to privilege, while denying the same to labor. T! 
consequence has been the establishment of a double standard § 
social morality—one for capital, another for labor. Combination } 
capital has been accepted as ethically and legally defensible, bi 
combination of labor has been denounced as conspiracy. Proper | 
had an inalienable right to a fair return but labor’s return had 
be governed by the law of supply and demand. Government subsi 
to business was the American way, but government aid to lak 
was the un-American way—first branded as socialistic, and late 
communistic. ; 


*E. C. Lindeman, “Industrial Technique and Social Ethics,” Surve zu 
1923). “Conflicts are not in and of themselves bad, or immoral, oe ae 
They simply are. Life is conflict . . . The scientific viewpoint indicates th 
no significant adjustments are made until conflict appears ... Life is adjut 
ey pS conflict and cooperatives are parts of the adjusting process.” Nj 
cited in text. 
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This culture has fostered the thesis that the fundamental eco- 
mic purposes of capital and labor are not only antithetical but 
utually exclusive. The authors question this assumption. “Every- 
1e is busy only when goods are being made at costs that permit 
em to be sold at prices that permit them to be purchased; only 
hen wages are high enough to give labor—the mass of a market 
pulation—the necessary purchasing power to take up the goods; 
ly when the volume of production is high and the costs per unit 
output are low; only when employing institutions are kept in 
istence and active because they realize profits. In our capitalistic 
onomy employers must earn profits to remain in existence as em- 
oyers, and workers must receive good incomes to continue as con- 
mers whose purchases create profits. These conditions can be 
et only by high productivity at low unit costs, with distribution 
the products at moderate profits.” (77) 


II. Managerial Responsibility 


Management has assumed the responsibility of controlling and 
erating our industrial plant. But it has done so on its own terms 
hich admittedly are consonant with the prevailing culture. For 
€ most part it has assumed its responsibility to proceed no far- 
er than the securing of dividends to the investors and the show- 
g of profits. The first secures their jobs to management; the 
cond is the measure of business success. Responsibility to em- 
oyees and to the public has been generally neglected. Frederick 
inslow Taylor pointed out almost thirty years ago: “The prin- 
pal object of management should be to secure the maximum 
osperity for the employer, coupled with the maximum prosperity 
r each employee.”* “In all that it does,” observe Cooke and 
urray, “it should have the most important factor of all—the labor 
oup—constantly in mind. It should invite labor's cooperation in 
€ management processes and should devise methods whereby this 
made possible. There is no point all along. the line, from the most 
neral problem to the most detailed, where this is not desirable and 
Rrticable. In the final analysis, it is the workers who turn out the 
pec (80) “The very essence of good management is a well 
nderstood organization of relations that fit the situation, clearly 


® The Principles of Scientific Management (Harper and Brothers, New York, 
123), p. 9. First edition in 1911. Not cited in text. 
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defined responsibilities, and a spirit of cooperation through 
(77) 
Management demands the right to manage free from any het 
from labor or government. “Except on rare occasions, industigy 
operates under “The Illusion of Final Authority,’* not recognizii 
. that authority: even in the sense of military command mv 
be functional today, and that functional authority is but the col 
terpart of a very definite functional responsibility.” (88) TI 
failure or the stubborn resistance to comprehend the nature 
authority is reflected in the time-worn managerial reply “that 1 
union is going to tell me how to run my business.” The chief diti 
culty lies in the fact that management is looked upon not only 1 
managers but by many students of management as being the py 
culiar purview of a select few top executives. Actually, howeve 
“there is organization, management and planning all along th 
line, from the overall activities of the top executive to the detaild§ 
activities of the individual at bench or machine.” (69) 
The practice of over-emphasizing the “top man” in all o 
izations (although a natural tendency) is stultifying and oy 
burdening to the manager. It ignores one of the scientifically az 
cepted rules of management—functional responsibility as contraste 
with position by virtue of ownership or otherwise. It denies pe 
sonality and beclouds the responsibility of the personnel all doy 
the line, a situation not conducive to efficient administration. “TH 


functional responsibility at every level.” > (88) 


III. Labor’s Responsibility 


In the productive process labor has a part and a responsibilifi 
no less than that of management. The laborer “should see tt 
whole picture and understand the total situation: first, that in ¢ 
system of economy the employer must make profits to keep h 
business going and to give employment; and second, that his em 
ployer may be subject to a competition which sets an upper lim 


“M. P. Follett, “The Illusion of Final Authority,” Taylor Society Bulletin 

*See Ordway Tead, Human Nature and Management (McGraw-Hill, Ne 
York, 1929), p. 5. This careful student of the problem has written that “the tr 
means of permanently influencing others lie in the direction of fostering condi 
tions in which people in and through their own inner desires come to seek th 
results which the leader also comes to desire.” Not cited in text. 
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> the margin between costs and selling price. The worker must 
ecognize that out of this margin must come any differential which 
an be applied to increase of wages; and that generally the only 
fay to create this differential is to lower costs through more precise 
md economical ways of doing things.’ (80) 

_ It has been most difficult for labor to assume this responsibility. 
irst, labor musi be organized. Here the worker has met with the 
pncentrated power of owners and management; economic forces 
ompeting for his loyalty; and the general anti-labor attitudes so 
be acteristic of our culture. Once collective bargaining is given 
fective recognition (not just placed on the statute books) labor 
ill be in a fair position to undertake its responsibilities to the social 
rder. And, “When labor organizes, it is sharing with other social 
nd economic groups the need for collective action.” (39) There 
“nothing unusual about this technique. “The industrial enter- 
rise,’ a recognized legal authority has written, “is not made up 
nerely of land, brick, mortar and machinery on the one hand, and 
ersonal services of many individuals on the other. . . . Jt is their 
binder that creates the third great interest, the industrial relation 
pon which industry is based.” © 

It is the failure to understand this interdependence of capital 
ad labor that has led to the bitter struggle between them. The 
astitution of property is too narrowly defined. It recognizes plant, 
uw materials, and machinery among other things as property and 
3 concrete contributions of capital and management to the social 
der. It is less willing—has even refused—to admit that the worker's 
becial skills, his economic and social status in the community, not 
) mention his necessity to the productive process, constitute con- 
ibutions more fundamental than that of the machine. This has 
een true even though these elements may equal or even exceed 
e contributions of the other group. Until the social system admits 
1e validity of this concept there can be no lasting solution to the 


The tactics employed by labor to secure a larger share of the 
ational income—organization, strikes, slow-down, boycott, and so 
rth—have been taken from the book of employers. “It is a case of 
sloody instructions, which, being taught, return to plague the 
ventor.’’’ (52) Most of the basic tactics of labor have been legally 


*Leon Green, “The Case for the Sit-Down Strike,” The New Republic, March 
, 1937. Not cited in text. 
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recognized but, of course, with rather restrictive reservations. 
actual practice these legal rights often cannot be enforced, or, , 
they are, only after labor has demonstrated its power to defe 
itself. Labor, however, is doing itself an injustice when bringi 
into play the strike or similar tactics, it fails to take into acco : 
the public. This, it is observed, is no more true of labor than 
management. But there is a difference: management may viola 
all the rules of public relations, prostitute public morality and t! 
sense of fair play, because it has on its side an apologetic cultu 
Thus it is able to use methods to defeat unions that are deni: 
to unions themselves. Labor is on the defensive. It is looked up 
with a jaundiced eye and the public is not generous of labor’s tacti 
or errors. | 
There are some labor practices that incur public displeas 
where the employer is only an interested and affected party but n 
a participant. Labor should eliminate these. “The atmospher 
disquietude occasioned by jurisdictional disputes certainly cor 
stitutes an outstanding objection to unionism. Of course the 
more or less constant altercations are deprecated by union leade 
quite as actively as by those outside the labor movement.” 61) 
is felt, however, that the trend toward industrial unionism 
mean a more orderly settlement of these incessant disputes.” | 
addition, there are the little disputes that occur from day to 3 
in any plant. These should be settled promptly and “on tl 
merits.” The cumulative effect of incidents, in and of themsely 
of little importance, leads to strained relations between manag 
ment and labor, and at times even involves the public. With Y 
sponsible unionism and an adequate grievance adjustment mi 
chinery, these disputes could and would be settled on the spc 
thereby leaving no ill-feeling on either side. 7 


” 


problem of union leadership. Labor has not drawn its leaders fro 
those trained in public relations. The labor leader has come 
urally from the ranks within the union. “For the most part he 
had no training for labor leadership except experience in the small 
units of his organization. The chances are that his education stoppe 
with grade school.” (42, and Ch. 18 passim.) In order to overcor 
this difficulty, recognized by all progressive and responsible lab 
leaders, some of the older unions have established workers’ schoc 
for their membership. That this must be done indicates one of @ 
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k spots of American education. With adequate training in deal- 
g with the public, those in the picket line would not antagonize 
ie public as so frequently happens. Labor, from the top man down 

the personnel of the picket line, should, in spite of abundant 
ovocation, restrain itself from committing acts that antagonize the 
ublic. From the long term point of view to educate the public to 
nonism is more important to labor than the winning at all costs 
“a minor dispute. 


IV. Joint Union-Management Responsibility 


There are certain rather well defined areas in which Cooke 
ad Murray feel that the purposes of labor and management tend 
be identical if only they can be made aware of it. It is precisely 
| those fields where the most bitter disputes have taken place— 
ages, hours, safety and health, and operating control. “Once col- 
ctive bargaining is taken for granted and removed from the realm 

emotion,” Mr. Murray has observed, “labor and management 
n begin to work out the major tasks set for them by a power and 
achine age.” 7 ; 

For example, in the controversy over wages there are “primary 
ements that can be settled on a factual basis.” These are, among 
hers, “the time required to do a job; the fatigue involved in opera- 
ms; quality requirements; means of reducing exertion; defensible 
wards for accomplishment; the importance of one job as com- 
red with another; and working conditions which affect the well-be- 
g and therefore the production and earning power of employees.” 
10) They find that the stop-watch “is one of the most effective 
ols for union-management cooperation because it establishes facts 
uich cannot be gainsaid.” (118). ‘That is, motion studies and time 
dies or a combination of both are sound methods of setting per- 
rmance standards. Although recognizing the value of an annual 
ge they do feel that it may not be generally applicable through- 
t all industry. (122) Of the profit-sharing scheme, they say that 
e “best judgment appears to be that under existing conditions, 
d conceding the very best of intentions, the odds are all against 
ts) success.” (121) 

Hours are closely associated with wages. In the past employers 


* Quoted by Louis Stark, New York Times, February 4, 1940. 
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t 
have opposed shortening hours on the grounds that it increased ¢ 
unit cost or decreased production. Any factor affecting cost arou 
management; any factor affecting production is important to ma 
agement, labor, and the public. But the argument traditiona 
used “fails to take account of the cardinal fact that hours aff 
workers’ efficiency and hence costs, and that costs affect manag 
ments’ skill in directing labor.” (126) Waste in industry is a Viti 
problem of both labor and management. Wages, hours, safety, a 
health are closely related to waste. ‘“‘In general, then, it is safe to s 
that within a significant margin, shorter hours mean | 
efficiency to the worker and the employer, and a lower productid 
cost.” (131) Industrial accidents, and sickness—causes of gre 
waste—have a direct correlation with wages and hours. (Ch 
passim.) ; 

“Only organized labor and management working hand in ha 
can achieve a high productivity under conditions that ensure 
high standard of living.” (83) In order that they may work « 
operatively the government needs to offer some positive aid. Colld 
tive bargaining is not a cure-all for the difficulties between ma 


in the productive process needs modification. It is encouraging 
find considerable if not convincing evidence of a change. Tru 


more widely accepted now than ever before. (Ch. 14) 


The authors have approached the problem of finding the tec 
niques for securing a maximum of social utility from our nation 
plant, from the point of view of what labor and management m 
do to increase production. “The object is not to determine whi 
part of the rewards of industry and commerce should belong 
management, ownership, and labor; to establish a scheme whi 
gives employees a predetermined monetary share in profits; to ha 
labor assume management’s indispensable authority and respon 
bility; to duplicate personnel management by having employ 
groups take part in disciplinary action; not to mediate grievance 
and settle strikes. The objective is none of these things. The ge 
is to establish mechanisms which will make organized labor 
active participant in determining production procedures and 2 
ministrative policies designed to increase the output and distrib 
tion of goods and services.” (220) . 


COLLECTIVE BARGAINING 
ASSOCIATES 


[a 
ao) 


_ The formation of Collective Bargaining Associates, Incorporated, 
yn-profit membership society for developing improved techniques 
collective bargaining, was announced on February 24. The 32 gov- 
nment officials, economists, and industrial engineers who are spon- 
ring the new organization believe that such an agency may be . 
sIpful in bringing about a type of cooperation in industry which 
ill be to the interest not only of employers and employees but to 
e whole social body. 

It is felt that the current relationship between employers and 
leir organized employees is in great measure an inheritance from 
1 earlier industrial day, and too frequently fails to take advan- 
ge of the real possibilities of collective bargaining. The process 
collective bargaining at times and in certain places is practised 
ithout recognized rules. To supply this need and to discover 
chnique which will develop the true strength in the positions of 
th sides in discussions as to wages and hours and similar matters, 
a major objective of the new organization. 

The Charter of Collective Bargaining Associates, for which 
mporary headquarters have been secured in the Graybar Build- 
g, New York City, states as its principal object the promotion and 
tension of the field of collective bargaining, to be accomplished 

the following means: 


1. by a study of current practice and otherwise to outline a basic 
and adaptable technique of collective bargaining. 

2. by encouraging the creation in each industry of those organi- 
zations, both of employers and employees, required for the 
orderly practise of collective bargaining. 

3. by fostering comity and collaboration between organized 
workers and management. 

4. by publicizing successful instances of collective bargaining. 

5. by assembling different types of model agreements between 
organized labor groups and management, that will protect 
and give operative effect to the advancement of every com- 
mon interest. 
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6. by making pertinent information and data available to tha 
negotiating or revising agreements. 

7. by developing methods for the joint determination of p 
duction standards and wages so as to safeguard the comm 
interest through high productivity, low costs, reasonali 
wages, and adequate profits. 

8. by working toward the increase of production through t 
joint formulation of methods for unleasing creative at 
tudes and performance at all levels, both in management a 
among the workers. 

9. by maintaining lists of experts, by function and by g 
graphical location, who can be suggested for special service 
facilitating the operation of collective bargaining. 

10. by seeking the establishment in educational institutions | 
agencies for exploring this field (research) and to encour 
the teaching of the appropriate points of view and techniqu 


The Board of Directors, which will act only in an educati 4 


and advisory capacity ultimately will consist of fifteen members—fil 
chosen from among the leaders of organized labor, five from ti 
ranks of employers having contractual relations with organize 
labor, and five from among technicians such as engineers, ecom 
mists, and teachers. But those launching the new enterprise, belie 
ing that it can be put together more promptly and the prelimina: 
lines of work started more easily by those without a direct ‘aa 
the matters at issue, announce that the first Board will be made 1 
entirely of technicians. 


\ 


PROBLEMS OF WAR PLANNING 
IN GREAT BRITAIN’ 


_ The change of economic objective from welfare to military aims 
5 the key to the whole problem of war economics. This objective 
id not, of course, change suddenly for the belligerents on September 
, and will not change again on the day when the guns cease fire. 
ecent years have seen an increasing tendency in all countries for 
e preparations for war to affect economic structures. In the year 
929-30, it is estimated that 2.6 percent of the British national income 
nd 4 percent of the French were being spent upon defense. By 
938-9 the equivalent figures were 8 and 11 percent. Moreover, 
oncealed and open subsidies for agriculture and shipping, and 
ariffs on many different articles were further symptoms of the 
lominant trend toward a war economy in Britain. 
_ Since September 3, however, this change-over has had to be 
mmensely speeded up, and the solutions of the problems created 
yy the complex economic demands of war are now challenging 
british administrators. Reduced to its simplest terms the problem 
hey have to face is that of securing an optimum ratio between work- 
rs and fighters necessary to apply maximum pressure on the enemy 
n all fronts—land, sea, air, economic warfare, and propaganda. In 
complete war economy all economic resources should be employed, 
irectly or indirectly, in support of activity on these fronts, and at 
ny given moment there is an optimum distribution of these resources 
setween the three sectors—war, export, and essential civil needs. In 
ne Jast restort there is no “war sector” of the economy but merely 
| war economy. This war economy can be compared to an assembly 
ine, at one end of which are the armed forces waiting for their sup- 
lies. All the economic resources of the country have to be devoted 
n one way or another to facilitating the flow of goods down this 
embly line. The principal economic problems with which the 
3ritish Government is faced are therefore those concerned with civil 


* The material comprising this article is summarized from a series of studies 
oncerned with problems of Great Britain’s war economy undertaken in England 
Political and Economic Planning, and from current numbers of the London 


conomist. 
*League of Nations, World Economic Survey, 1938-9. 


102 PLAN AGE . 


needs and with foreign trade. While the fundamental probl 
finance is rightly a part of each. 


I. Consumption and Essential Civil Needs 


War eats up such quantities of materials and of man-hours; 
work that no nation can expect to meet its demands entirely out! 
idle resources, or even by working harder. There must be a cutti, 
down of unnecessary consumption, in order to make available f 
winning the war the maximum amount of resources whose transk 
is compatible with the efficiency and morale of the nation. That : 
from the point of view of the administrators, the standard of igs 
of the nation has to be reduced to the lowest level compatible wi 
the needs of the maximum war effort. The difficulty comes in ¢ 
fining what is unnecessary. To arrive at any conclusion regardii 
this one must analyze civilian consumption and show where ecoé 
omies can be effected or wastes eliminated without impairing ti 
efficiency and morale of the men and women whose job it is to kee 
the war machine going. 

The total national expenditure on consumption goods in Greg 
Britain in 1937, a record year, is shown in Table I. It has bee 
roughly, and somewhat arbitrarily, divided into “essential” at 


impossible to eliminate all the expenditure here classed as 
essential. 


TABLE I—NaTIONAL EXPENDITURE ON CONSUMPTION Goops . 
SERVICES, 1937 


“ESSENTIAL” 
£ Millio 
Food “iuiiars > sis.dom.o:5'« iia'ude iald nate Gye y 1,397 
Housing (public and private, including furniture)........... 833 . 
Clothing (including shoes and laundry)...................- 478 
Transport( gasoline, cars, garaging, rail, and bus).......... 295 
Fuel and lighting (coal, electricity, and water)........ «sisi asad OOM 
“NON-ESSENTIAL” 
Leisure (hotels, clubs, betting, sports)...............eeeeee0- 314 
PUK? so ae.k'sls oa 0 «/e arwiGteigincer tale byolat voles actaceee tea arene oer ee ne ee 260 
‘Tobacco...45, Sate. oe Se ae ee ‘Aiscptet Ciulelatahiore Mis ies hae eae 160 
Domestic service..... scale see atic oy Oe eGRe Osis a Rretereieteee <n 160) 


Miscellaneous (stationery, newspapers, private education, etc.) 343 
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~The only real distinction that it is possible to draw is that be- 
een luxury and semi-luxury consumption, and necessary con- 
mption, the curtailment of which may, for example, lead to 
-health and inefficiency. It will be universally admitted that the 
ding and upbringing of children so that they can grow into 
althy and useful citizens must stand high on the list of priorities. 
nfortunately, the normal British child has no personal income, but 
dependent on one or more adults, whose incomes vary, not. ac- 
rding to their family responsibilities, but to quite different factors. 
~The present adjustment of family income to family needs is 
cognized to be haphazard, wasteful and illogical. Three main 
cts derive from this fact. First, parenthood is financially penal- 
ed by what is in effect a system of regressive taxation; a large 
mily is not so well off as a small one on the same income. 
condly, the economic maladjustment of the dependent family 
sults in the “overlap” between flexible rates of unemploy- 
lent pay and inflexible wage rates in the case of larger families. 
nis overlap confronts public authorities with the hard choice 
tween condemning many families to slow starvation and making 
profitable for their breadwinners not to work. And, in the third 
ace, since workers in similar occupations and earning similar 
comes tend to have similar social aspirations, the thwarting of 
Ose aspirations by “differential poverty” is being increasingly 
oided by the avoidance of parenthood. A fourth issue assumes 
eat importance in war-time. Families with young children spend 
great proportion of their income upon essentials. Workers with- 
it dependent children have a much greater margin to spend upon 
enities and luxuries. If the war effort demands a drastic restric- 
n of expenditure upon non-essentials, the attainment of this 
jective would be much easier if, by some transfer of income from 
\ildless workers to families with several children, an adequate 
inimum for health and working capacity were ensured to all. 
These dependency problems might be solved by a thorough-going 
pplication of the principle of family endowment. That is to say, 
ey call for the allocation of a flow of income (in cash, goods or 
rvices) to the dependent family independently of the family’s 
come from wages. All agencies by which consuming power is 
verted from the social pool for the benefit of dependent wives or 
ildren are, in fact, agencies for family endowment, whether the 
ethod used is cash allowances, rebates on expenditure or the 
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provision of goods at subsidized prices or free of charge. Fami_ 
allowances, which may be defined as cash supplements to a breai 
winner’s earnings paid in respect of his dependent family (nog 
mally his child dependents) , are thus one species of a whole 
of possible measures. 

FOODSTUFFS. Food is the primary and most essential civil nee¢ 
Lack of it helped to bring the German people to their knees in 191 
Lack of it to-day would bring about the defeat of the British ami 
French peoples. They cannot maintain their war effort withov 
adequate nourishment. The British, however, have to import 
of their food from overseas, and shipping space is precious. Tha 
must, therefore, make the best use of the food they do eat by usir 
to the full the discoveries of nutritional science over the past twen#l 
years. . 

In time of war it may seem that one should be more concerne 
with cutting down consumption all round than with ensuring the 
everybody has a balanced diet. A simple cut, however, is undesirabl. 
Where people are already undernourished, to the detriment of the: 
efficiency as workers, an unplanned cut in food consumption ua 
doubtedly would increase this malnutrition and inefficiency. 
the other hand, a knowledge of the proper principles of nutritiog 
may enable one to reduce the gross consumption of foodstuffs witk 
out any loss, and perhaps even with an increase, of nutriment a 
efficiency. When the consumption of foodstuffs has to be limited bi 
rationing, some people are shocked to discover that, whereas the 
may now eat only a half or a quarter of the butter they did in peat 
time, others have butter coupons which they cannot afford to usé6 
Facts such as these ought to be faced by all nations in peace-time, : 
stead of waiting until war makes it dangerous to ignore them. . 

The relative proportions of the British food supply which i 
home-produced and imported are shown in Table II. Orr, in Fooe 
Health and Income, calculated that the food supplies of the Unit et 
Kingdom in 1934 were enough to yield 3,240 calories per person i 
day, or about 4,200 per “man,” allowing for the different needs 
women and children. The British Medical Association’s minimur 
diet allows 2,800 calories per ‘‘man” per day as eaten, which wot 
out at about 3,400 calories in the food as purchased. There i: 
therefore some margin for economies. 
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“ABLE Il—Foopsturrs FoR HuMAN ConsumpTION (U. K. AvER- 
AGE For 1934 anp 1935) 


Total Percent. Percent. 

" 000 Tons Imported Home-produced 
Jour, from wheat and other cereals...... 4,427 87 13 
Bute including “bacon... .... ++ ss.eenees 3,062 51 49* 
ish, excluding freshwater fish........... 953 12 88 

I ee ee ee 910 x 100* 
mk, condensed and dried..........+...-- 253 38 62* 
NER ocd 6 Gis SIE a Ree ee ane grad 37 11 89* 
mes, butter, lard, margarine.............- 888 92 Se 
BER GMEO eros firua cyshe a srove diam aleisieiait'«. oie 203 69 She! 
asc nck senate 430 39 61* 
MMPS PRS fo Sree secre a8 21k cin eacee 6 Sie, sp erel ates 2,432 7 23 
TAU GRY Cogiotle cae AEE, ROTE Ie cca nea ane 4,692 3 97 
MVE CTA DL ES 3.5. «sie ghets a, sse)-e:6i's,0:0 0 Ses m,0 2,425 25 75 
BART ics, 6) oar, © = 4,10 fetta fehayalfe lepeterie’(olal c(ere-oU.8 o)ielet Ts 1,958 73 27 


_* Partly dependent on imported feed-stuffs. 


Table III:shows the amount spent on imported food, drink, 
obacco, and animal feed-stuffs in 1938. 


“ABLE III—VALUE OF Foop AND FEED-STUFFS IMPORTS 


£ Millions 
Grarniwealicdiatlovterieeis cree iic strane emrtevee chen alesse ae ete erete ele 74,434,439 
eedestustserore a ntinalsn aeptreiouit tamed aot otek= euele a heat 11,422,654 
Animals, living, for food...........-..2s20.-cseeensee 9,220,868 
NLC Atm TIT I eI i. roere fata viet coc Sie Siecem ees we 5.2 90,695,481 
Dairy produce..... SOROOORS Cab carne Oo RAG CIGt 5 Sic O EG Oe 79,998,957 
Keresnerrultand: vepetablesan. 2. .« .aco%ere «nesses cao 38,423,004 
Beverages and cocoa preparations...............-++++: 46,521,090 
OL HST LOOC Mercer easels cc etis eteiiater icine 84 oleae we ees oes 57,317,026 
TNS ae Som pu obes oe ounces De OT oto On ance Oke 23,344,359 


The fact that the United Kingdom imports more than £400 mil- 
ion worth of food, drink, and tobacco a year in peace-time raises 
cutely the problems of how to pay for it and how to get it home in 
ar-time. The war of 1914-18 raised both these problems. Up to 
916 imports were restricted by lack of foreign exchange and ship- 
ing facilities, but in 1917, after the United States declared war, 
redits were available and shipping became the limiting factor. In 
he “black fortnight” of April, 1917, there was an average round 
oyage loss of 25 percent, that is to say the life of a ship was only 
our outbound voyages. 

Table IV illustrates England’s shipping position in 1938 com- 
ated with 1913. To-day there are fewer, larger, faster, and more 
pecialized ships. Their greater speed means increased tonnage 
apacity, but their larger size means a greater loss every time one is 


er 
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destroyed by a mine or torpedo. Moreover, speed is largely w 
in convoys, and much time is lost in waiting for them to assembt 
During war with Germany the west coast ports, Plymouth, Brist, 
Liverpool, Glasgow, may have to be used where in peace-time shi 
would come into London, Hull, Newcastle, or Leith. This overloa 
the west coast port facilities at the expense of docks and harbors « 
the east coast. The seriousness of such a change can be seen fret 
the fact that, for example, a high percentage of the national co. 
storage facilities is on the Thames. The increasing specialization 
shipping is another factor to be taken into account. Ships fit 
with refrigerators for carrying meat, or with gas chambers for ca 
ing fruit cannot suddenly be converted to other uses. 


ae if i 


TABLE IV—THE STEAM AND MoTorR TONNAGE ON THE U. K. REGIST] 
(OMITTING TANKERS) (CHAMBER OF SHIPPING, Brit 
TRADE AND SHIPPING STATISTICS, DECEMBER, 1938) 


1913 1938 
Gross Gr 
No. Tons No. 
Tonnage (000) 

50051000 aso cn mrss Sere om Cee 713 517 717 
1 000= 57 S00 Feo iansctermias ture eercenee 523 638 330 
1:500=52,500) 9... tocce co's wreis nw a mionins cae 752 1,477 394 
25500 =94, 000 aA ierercs.k «acaet pate relearn 1,431 4,793 282 
A O0OSE 6 OOO wre trctvrs \or'a sina lw onnietetwartanerenernte 1,114 5,241 934 
6:000s. 9000 Boars v0 a0. caer cams cme 336 2,414 413 
FO00=12:000 ei ack oo coke cee ee ce cet 86 884 135 
12 000 and'overshiocas cs seas semen 62 972 120 
5,017 16,936 3,325 


A shipping shortage may to some extent be offset by new c¢ 
struction, but even if construction is immensely speeded up 1 
standardization, and though available tonnage is increased by havi 
ships built abroad, or taken over from other flags, the bottlenee 


such as timber are the first to go. Most of the food imports, howe’ ek 
are essential. Even if a good deal of the imported butter, bacon, an 
fruit could be done without, the greater part of the wheat, sugar al 
meat supplies must continue to be imported. 

British agriculture, with an annual output valued at about £27 
millions, has become largely a processing industry using imported at 
mal foods and imported fertilizers. The value of imported feed-stuf 
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. 1913 was under £25 millions, whereas in 1938 it had risen to over 
56 millions. At least a quarter of the home-produced meat and 
ilk is dependent upon imported feeds. The existence of cheap, 
aported fodder combined with the relatively high price of such 
omestic products as meat and milk, has resulted in the British 
rmer concentrating on these high-priced commodities. This con- 
entration has led to a reduction of arable acreage and to a reduc- 
on in the demand for farm labor, the labor costs of producing a 
nillingsworth of beef being smaller than the labor costs of producing 
‘shillingsworth of wheat. The home farmer now produces 100 
ercent of British needs of liquid milk, 97 percent of potatoes, 75 
ercent of other vegetables, 65 percent of poultry and eggs, but 
nly 13 percent of flour. (See Table II.) 

When the importation of animal feeds has to be reduced, it 
ecomes necessary also to reduce the numbers of cattle, sheep, 
ioultry, and pigs. A sudden wartime shift in emphasis from meat 
other foods entails therefore a considerable reorganization of 
ericulture. Land formerly used for growing fodder now is being 
imned over to growing food for human consumption. The acreage 
nder potatoes (increased by 20 percent between 1914 and 1918) 
being extended. The most effective use of the maximum acreage 
10uld be the objective of policy, first by improving the use of poorly- 
armed good or fair land, and later, because of the higher cost, by 
ringing into cultivation areas of poor soil. 

The implications of such changes are numerous. In the first 
lace more labor will be needed on the land. This demand can be 
argely satisfied by more intensive use of the existing labor force, 
y men who recently have been employed in public works con- 
ruction but who have had experience in agriculture, and by 
yomen, especially at the haymaking and harvesting time. In the 
econd place there will be a need for more machinery on farms. 
Che number of horses in Great Britain has fallen steadily. Tractors 
nd harvesters will be required to solve the power problem, always 
srovided there is a sufficiency of gasoline and oil. It may be quite 
worthwhile to build a tractor as to build a tank. In the third place, 
ertilizers and their raw materials will have to be given a high 
lacing on the import priority list because of the use of poorer land 
nd because the reduction of the size of the cattle-herds will diminish 
1e supply of manure. In general, it will be possible to reduce ex- 
Dain: on food, provided different foods are eaten, some im- 
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ported foodstuffs are sacrified, and that there is a measure 
reorganization in British agriculture. 

HOUSING. If there is no new building in the next three yea 
Britain will still be almost as well housed as at present, provid: 
that the 11 million-odd existing houses are adequately maintain: 
and that the number of separate families does not greatly increasy 
The British people have started this war with a large stock of hous 
owing to the housing boom of recent years. This was not the ca 
in 1914, as there had been little building since 1905, with the resu 
that the post-war demand for housing was extremely large. Mop 
over, population was increasing much more rapidly then than it 
now. 

The total number of houses built in England and Wales sin; 
the last war, up to March 31, 1939, was 3,998,366. Of these 2,455,3 
were built by unassisted private enterprise, 1,112,544 were built t 
local authorities, and 430,481 by subsidized private enterprise. 

Present standards are still very low. The 1936 Overcrowdin 
Survey in England and Wales disclosed 341,554 houses in whid 
there was overcrowding. Only 30,415 houses had been built, up 1 
March 31, 1939, with the express object of abating this overcrowdin; 
But it is most improbable that these low standards can be rais 
in war-time. If air raids cause serious damage to houses it will, « 
course, be necessary to have some rebuilding. In such circumstane 
there will also be a serious problem of demolition. 

As a general rule new housing will only be necessary whe 
shift of people from one district to another produces an acute hou! 
ing shortage. Munitions production at Barrow, Coventry, Woolwich 
Erith, and Lincoln was, at various periods during the last war, lin 
ited by lack of housing accommodation. The Ministry of Munitior 
had accordingly to build dormitories for women and even a mode 
village in the Well Hall Garden Suburb near Woolwich. And s 
now, if the Government decided to establish munitions factories i 
Northern Ireland or military camps in North Wales, housing an 
barracks would have to be provided. A serious housing os 


already has developed i in Coventry owing to the influx of war work 
This review suggests that the civil need for housing can be sa 
fied during the war at very little cost owing to the fact that the natio 
can live on its capital. The transfer of income, resulting from r 
and mortgage payments, will continue, but the size of the inco 
transfer will, however, be reduced. The 1939 Rent and Mortgag 
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terest Restriction Act has controlled the rent of most houses, 
difying and extending previous housing legislation. The tenant of 
ontrolled house cannot be compelled to pay more than a “Stand- 
Rent,” based on the August 3, 1914, figure, plus certain “per- 
itted”’ increases. 

The large reduction in net expenditure on housing must lead to 

large reduction in employment in public works construction 
mploying 359,000 in Great Britain in July, 1939) , in the building 
dustry (1,046,000), and in the furniture making industry (154,- 
0), as well as in numerous ancillary industries like the brick 
d hardware industries. The appropriate utilization of these workers 
a major problem of social planning, which, as recent correspond- 
ce in The Times has shown, still has to be tackled. After the war, 
d during it if there are large scale air raids, the building industry 
ill occupy a key position. 
TRANSPORT. National expenditure on transport falls under two 
jain heads. In the first place there is expenditure of about £170 
illions a year on public passenger transport. In the second place 
ere is expenditure of £125 millions a year on ‘‘private” transport— 
e fuelling, upkeep, garaging, and insurance of motor-cars, motor- 
cles, and bicycles. Possible reductions in transport costs will depend 
ry much on the opportunities presented by the war for reducing 
e number and length of routine journeys. Evacuation probably 
reduced the number of short, but may have increased the number 
long journeys. Careful planning of any new housing developments 
cessitated by the erection of new arms factories or by air raids will 
lp to reduce transport costs. Where there is room for really large 
onomies is in expenditure on “private” transport, much of which 
of a semi-luxury nature. Gasoline (unlike coal) is badly needed 
r the armed forces, and cannot be spared for private use. 

Alternative means of private transport undoubtedly will develop 
the war progresses. Car owners are already using bicycles. Producer 
as units, which have been tried out on London buses, probably will 
ecome progressively more common. ‘Town gas and sewage gas may 
e useful sources of power. 

cLotHinc. Considerable changes are bound to take place in the 
lothing requirements of the various sections of the population in 
Reise, The process of supplying uniforms for the fighting forces 

nd numerous auxiliary organizations will inevitably lead to a 

egree of standardization and of rationing in the production of that 
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type of clothing. Moreover, the very large demand for manufactury 
materials involved in this outfitting, in addition to continued ex 
requirements, is likely to bring about a shortage in the supplies - 
able for “normal” consumption. Much can no doubt be done 
means of publicity to induce people to make the clothes they haz 
last longer, but when the inevitable time for replacement does arti’ 
it seems at least probable that some form of rationing, such as alreae 
exists in Germany, may have to be adopted. B: 
FUEL AND LIGHTING. Apart from relatively small quantities of c 
and hydro-electric power, coal is the fuel which provides Englan 
with its heating and lighting. Fuel policy is therefore mainly cog 
policy, and must take into account the valuable by-products of Co: 
such as tar, phenol and toluol, and the importance of coal expor 
The necessity for maintaining and possibly increasing coal produ 
tion for export is conditioned by the increase in foreign marke 
since the outbreak of war. France is now in urgent need of coal su. 
plies from England to take the place of former imports from Ge 
many, while recent developments have shown that the Italian demar 
for British coal is likely to rise sharply in the future. Without goin 
in detail into the relative efficiency of different methods of utilizi 
coal, it can safely be said that the large scale treatment of coal 
gasworks and power-stations is very much more efficient than its U 
in domestic fireplaces and furnaces. 


NON-ESSENTIAL EXPENDITURE. Leisure, drink, tobacco, and domest 


Such a proposition, however, can only be evaluated in the conte 
of the people’s expectation of what they are entitled to obtain fro» 
life. National morale is the criterion, and morale will vary with rez 
income, as well as with the social realization of the merits of th 
cause for which the war is being fought. | 

The machinery of amusement is partially indispensable to lif 
under the strains of war. There must be some means of relaxation fo 
those who are working harder than ever at uncongenial tasks. 
1934 there were approximately 963 million admissions to Britis 
movie theatres—at the rate of 18.5 millions per week. In the sam 
' year Britain possessed 4,305 theatres, with an estimated seating t 
commodation of 3,872,000. There are probably many more pict 
houses to-day. These figures show the demand and the equipment 
its satisfaction. The British Treasury, however, cannot be indiffer 
to the payment of up to £10 millions a year spent on American fil 
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evertheless, the demand is such as to suggest that much of this £10 
illions is well spent. Britain cannot cut all its ties with Hollywood 
suddenly. 

_ During the season 1936-7 there were 52 million admissions to foot- 

ll matches. Football, too, is partly essential. The net expenditure 
1 betting is about £60 millions, while the turnover is probably well 
er £400 millions; is this also essential? Certainly the football pools 
é a means of increasing the satisfaction of many people. A national 
ttery often has been advocated as a method of raising money, and 
‘means of satisfying people’s desire to gamble, without enriching 
iyone but the Chancellor of the Exchequer. 

The same considerations apply to drink, cosmetics and tobacco. 
he food value of beer may be far less than the food value of barley 

d malt, and sugar may be consumed in other ways. Yet the net satis- 

ction from drinking the beer might be much greater. The annual 
penditure on cosmetics in Great Britain is estimated by the Econo- 
ist at £22 millions. Economies here are more feasible than with 
bacco, the demand for which is a necessity with the troops. 
_ Many of the women engaged in domestic service will be absorbed 
to factory production. This occurs automatically, as the result of 
creased taxation and the offer of higher wages from war industries 
replace men called for military duty. 

Finally there is a wide range of peace-time wastes and inefficiencies 
at it becomes even more urgent to eliminate in war-time. The 
ation’s bill for, mostly avoidable, ill-health amounts to upwards 
f £200 millions a year. Further millions of pounds a year are wasted 
y animal diseases such as contagious abortion and tuberculosis. 
ecause it is necessary to reduce the size of herds, every effort should 

made to cull them scientifically. Waste products such as scrap 
nd rags are an increasingly important raw material, now to be 
Iected under the Salvage Department of the Ministry of Supply. 
ther wastes, such as the delivery of milk twice a day are beginning 
be tackled, but many remain. 


II. Exports in War 


War is a continuation of policy, and its declaration does not 
erefore involve a complete break with the past. Nevertheless war 
as greatly changed the export problem, and the time when it was 
ef possible for Great Britain to-afford to neglect the formulation 
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of an export policy finally expired in September of last year. 

In recent times the same trends have been visible in forei! 
trade policies the world over. An era of comparatively free trade k 
given way to an era of high tariffs, clearing agreements, and blockk 
debts. The Nazis have led the way by combining trade policy wi 
political pressure as a method of widening the sphere of Germ: 
domination; Britain has followed slowly, but in the same path. T 
British tariffs of 1932 and the Imperial Preferences of Ottawa marks 
a decisive step toward the end of British free trade. To mention or 
one other instance, the Export Credit Guarantees Department hi 
continually enlarged the scope of state participation in trade 
granting credits firstly to British exporters and finally to overse 
importers. 

The development which is most significant for war-time probler 
is the increasing utilization of “unorthodox” trade agreements alon 
side the older and “orthodox” trade agreements such as those 
cluded between Britain, Canada, and the United States. “Unor th 
dox” trade agreements—clearing, payments and purchasing agr 
ments—are not capable of any watertight division. They all imj 
a bilateralism under which the state becomes concerned with t 
amount and direction of foreign trade. The broad distinction bi 


id 


tween clearing and payments agreements is that the first are enforce 
by free exchange (usually creditor) countries, while the second ay 
enforced by blocked currency countries. Purchasing agreemeni 
usually are negotiated between unofficial bodies who agree to bu 
from each other certain stipulated commodities, the respec 
governments taking note of them. . 

Among actual war-time measures on the economic front the An 
glo-French economic agreements are outstanding. The Supreme Wd 
Council has set up joint committees on economic co-operation wit 
power to deal with any difficulties arising out of the supply and pu 
chase of munitions, food, and raw materials, and with power to ¢ 


cluded an agreement co-ordinating their manufactures and com 
merce, not only for the duration of the war but permanent 
thereafter. The result of such measures is that there can no longer 1 
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British or a French economic policy. There can only be one eco- 
omic policy for the two countries together. This applies with par- 
cular force to exports. Any market survey must include available 
arkets for French produce, and any survey of export potential must 
clude available French capacity. 

France exports mostly luxuries. Thus French exports to the 
nited States in 1938 were, in order of value: paper, wine, silk, 
<ins, spirits, and cotton goods. French industry is not as highly de- 
eloped as that of Britain, but France possesses a largely self-sufficient 
rotected agriculture. Therefore Britain may have to bear more of 
1e industrial strain of the war, although, in a serious emergency, 
rance might be able to send food to Britain. France has lost large 
al imports, and has an export surplus of potash, as a result of the 
ar. Therefore Britain must supply France with coal, and new 
arkets must be found for the French potash. The French and 
ritish dyestuffs industries can combine in order to take over part 
f Germany’s immense markets in these products. Only joint effort 
an prevent breakdowns in textile production now that German 
yestuffs are difficult to obtain. The same applies to the discharge of 
he joint responsibility of prevention of widespread outbreaks of 
isease now that Germany’s pharmaceutics are no longer available to 
e world. During the last war the British chemical, dyestuffs, and 
harmaceutical industries had to be built up from the start. On this 
ccasion there is a strong nucleus for rapid development. 

There are therefore three major elements in any export policy. 
n the first place there is the question of export potential. In the 
cond place there is the question of available markets, and in the 
ird place there is the whole question of foreign trade policies. 

EXPORT POTENTIAL. In peace-time the capacity of overseas markets 
the salient factor limiting the value of British exports. The war 
as now tended to create in several directions a sellers’ rather than a 
uyers’ market for British exports. It is therefore true to say that, at 
ny rate in certain lines, British exports will sell themselves. ‘The im- 
ortant problem, then, is the nature of the export potential. It is not 
ossible here to do more than outline, for the purposes of illustra- 
:., some of the problems which are likely to arise in the five most 
mportant export industries, as shown in the following table: 
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TABLE V—VALUE OF THE LEADING U. K. Export Propucts In 193% 


E 


Machinery . TA POY. ee ee 57,906,9 
Cotton yarns and manufactures............- pete ees e seen ee eeeeeees 49,684,3 
Vehicles (including Locomotives, Ships, and Aircraft).............-- 44,639,7 
Iron and steel and manufactures thereof................eeeeeeeees 41,598,995 
Coal “ocr arn a ek ee th tae oe ann 37,410,959 
Miscellaneous articles wholly or mainly manufactured.............. 29,252,1 
Woollen and worsted yarns and manufactures.........--+++++++-++-- 26,815,7' 
Chemicals, drugs, dyes, and colors... ....2.00.s0sccccesecesesssssn 22,048,6 6 
Manufactures of “other” textile materials..............2.0eeeeeeees 14,883,3' 
Beverages and cocoa preparations... 22s: alse cis cis «6 alco sleleletsl aielals 13,827,22 
Electrical goods and apparatus... . <\. cies o/+.ciarnicine wicker sos lal eieiia aie 13,4344 § 
Non-ferrous metals and manufactures thereof..............0..se00- 12,326,4 
“Other”? fo0d Ue, 4 has. Sey civle slave oy eee re aaatnle w lel allele ere wre etatene seme teanee a q 


Although the engineering industries are heavily engaged i 
munitions work, it would be short-sighted to let them neglect e: 
ports. Machinery is in very keen demand in many parts of the worl: 
There are in particular large unfinished German contracts for tl 
Rio Negro hydro-electric plant in Uruguay, for the new sugar mil) 
and a section of railway construction in Iran, and for various Suma 
Bank enterprises in Turkey. British firms may undertake to comple 
these works, whose interruption is causing great inconvenience. _ 

Lancashire is now booming as never before since the last wai 
The increased production has been largely on behalf of the military) 
services, and the export market is still depressed. Exports of cottod 
yarns and manufactures in October were valued at £2,989,888 3 
against £4,213,366 in October, 1938. This decline is unfortunate fc 
both American farmers and British manufacturers in that cotton té 
tiles are one of the British products most suitable for export in wa: 
time, especially where the raw material is given a high value bt 
skilled processing. There is still surplus capacity available. Thi 
percentage of unemployment in the industry on November 13 wa 
8.1. The number of women in the industry in July, 1939, at 247,61 
was nearly double the number of men employed. The industry po 
sesses world-wide connections and wide export experience. Shortag 
of raw materials caused by shipping difficulties may curtail produc 
tion, although the British Government’s purchase of Egyptian cottor 
and the reserve resulting from the Anglo-U. S. cotton-rubber barter 
can remedy deficiencies for some time if the need arises. If the indu: 
try can organize itself for export on rational lines, cotton textil 
exports should be capable of great expansion. 


WAR PLANNING IN GREAT BRITAIN 115 


_ Exports of locomotives in 1938 were valued at only £1,174,815, 
ut the industry has been working far below capacity in recent years, 
nd should be physically able to expand its exports considerably. 
arkets are available, for example, in Brazil, Argentina, Chile, Iran, 
nd Manchuria, now that German exports are terminated. It will not 
e€ possible to export many ships, it is, however, more probable that 
sports of automobiles and accessories (valued at £15,063,147 in 
938) could be maintained, if steel manufacturers carry out their 
reement to supply the automobile manufacturers. A part of the 
ant which was formerly used for home requirements could be 
iverted to export. 

In iron and steel the export prospects are not good. An increased 
lemand for steel has developed from four major sources—armaments, 

ipbuilding, civil defense, and Government constructional works. 
t is probable that output already has risen near the maximum, which 
; estimated at 14 million tons per annum, or 1,170,000 tons per 
onth. Production in the second quarter of 1939 was already 1,150,- 
00 tons per month. Since then there undoubtedly has been a con- 
iderable increase in the domestic demand, leaving a smaller sector 
f production free for export work. Difficulties in obtaining sufficient 
or sufficiently regular—consignments of iron ore also may operate 
0 restrict production, but the most important barrier to expansion 
ill be the limitations of the existing plant, from blast furnaces to 
olling mills. 

There is certainly a great opportunity for the expansion of British 
oal exports, now that the Polish and German exports have been 
ut off completely from certain countries, and are at a disadvantage 
Isewhere. The most promising new markets are in the Mediter- 
anean and South American countries. Italian demand for British 
oal may be particularly important. Above all it will be necessary to 
upply France’s needs. A more pressing problem is that of capacity, 
hich is by no means so large as many people think. There were still 
4 percent unemployed coal-miners on November 13. But there are 
ot the pits to absorb them. The present rate of coal production, up 
i June 30, 1939, was 229 million tons per annum. The maximum 
nay be something like 250 or 260 million tons. Increased efficiency 

ill, of course, help to raise production, and may have to be coupled 
ith the reintroduction of domestic rationing if there is to be a 
ufficiently large surplus for export. . 
The figures for the British balance of payments show that “in- 
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visible exports” are far and away the most important export of a 
being responsible for an estimated income of £335 millions in 193 
It is estimated that the net income from overseas investments W 
£200 millions, the net national shipping income £100 millions, ar 
the net receipts from short-term interest payments and commissio: 
£35 millions. There should not be great difficulty in maintaining 
sizeable flow of income from overseas investments, owing to the i 
creased prosperity of many debtor nations; an important offsettiri 
factor will be the reduction of capital due to the necessity of acquirin 
foreign exchange. Net national shipping income probably will « 
cline. Short-term interest payments and commissions will also declin 
but it should be possible to keep up the level of insurances effecte 
in London. 
AVAILABLE MARKETS. A market survey constitutes the second el! 
ment in an export policy. Britain, unlike Germany, has not bee 
cut off from important markets. The important new feature in th 
situation is the effect of British and French contraband control 6 


- 
markets. : 
i. 
TABLE VI—DESTINATIONS, WITH VALUES, OF LEADING EXPORTS a 
U. K. PRopucE AND MANUFACTURES IN 1938. al 
£ } 
Union: of: South Africa... ocean eee 39,509,453 4 
Australia... .5 coc ence ee 38,177,962 | 
Endia sicseccc co dew eeelee ele ee 36,426,883 t 
SCandiINav ia ssj<:2.0 s oadee eee eee 35,074,623 a 
Canad a ni6 6e cra v0 oe ee 22,532,312 4 
Germaiy . 2/002. Ase eee 20,550,973 i a 
Winited:: States: -. .; cc tistaesen sce teee eee 20,483,560 H 
BGO swe s ic areas a heey eee eee 20,262,696 t 
Argentine; Republic..sjj.. cuca ate eee 19,338,366 ( 
New Zealand sch .ceieeetae ieee ee 19,240,614 | 
BRA DCE Dice lero a ofa eues(ersisi ce ate eee ET 15,131,171 er) 


Economic warfare is an essential instrument for sapping th 
strength of the German economy, and there are two aspects of e¢ 
nomic warfare. In the first place there is contraband control, whos! 
purpose is the same as that of every “blockade” in history, namely 
to impede the supply of vital commodities to the enemy. The block 
ade is administered by the Ministry of Economic Warfare. Th 
Ministry performs the function of a detective, ferreting out as mucl 
information as possible about neutral and enemy traders, and i 
rendered effective by the power of the Navy to compel vessels t 
conform to the contraband regulations. 
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The blockade, although confined initially to German imports, 
s since been extended to exports, so that Germany’s trade with 
erseas countries may soon be virtually destroyed. Indirect trade is 
Il possible, however. 
An incidental advantage of the contraband control is that it has 
ated new markets for the United Kingdom. Some of the markets 
created are shown in the following table. The British Empire, 
e U.S. A., and Latin America will be more or less completely cut 

from Germany, but some trade will still be possible with Mediter- 
nean countries and with Asia. 


ABLE VII— 
German Exports in 1938 
£ Millions 
@ Rm. 20 = £1 

Mediterranean countries .........-2ee seer ee eens 20.3 
ESSE Lote) waneone Jeouaomooo dda oenono occa 35.0 
i, Go Aone DSS eae ee co aeet ornare He 
Central and South America ...........++ee+eeeee 29.4 

Je CE Gata Bin dO Rn DEO Oe Re CREO DI IICIIG OC oreo 12.8 . 
SNORAUMOT, ADOV.E) coi as oo cs staleleueicicasion peels. © 105.0 
FANIROCGUIICEIES Behera croc ers rater oaiecsr ore er 8i evel esstvicers s 262.8 


(Source: The Economist, November 11, 1939.) 


These figures suggest that Latin America is the best opening. 
he United Kingdom buys more than £90 millions worth of goods 
m Latin America and sells less than £40 millions. Britain is thus 
a strong position to bargain with the separate countries. It has 
en noticeable in the past that the United States has constituted one 
e of a quadrilateral; Latin America and the United States have 
vorable balances with the United Kingdom; the United Kingdom 
a favorable balance with the Colonial Empire; the Colonial 
pire, through sales of rubber, tin, etc., has a favorable balance 
ith the United States. The existence of such a quadrilateral demon- 
rates the importance of multilateral trade and the necessity of con- 
Eine the Colonial Empire in a British export policy. 
In general the British bargaining position is strong, but the 
roblem differs according to the country concerned. Thus German 
ade with the Argentine has expanded little in the last five years, 
hile Anglo-Argentine trade has remained at its former high level, 
ver 30 percent of the Argentine’s imports being of British origin in 
938. Recent British and French purchases of wheat and meat from 
1e Argentine have had a favorable effect on Argentine prices and 
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prosperity. Uruguay is in a similar position. It is Brazil, Chile, I 
and Colombia which have been extensively penetrated by the N: 
trade drive. Brazil in particular relies upon coffee to provide mx 
of its foreign exchange. But even in the case of Brazil, Britain c 


wax, timber, and preserved meat. Chile can supply copper a 
nitrate, and Peru, copper, cotton, and sugar. A large part of t 
diminished British exports to South America has consisted of textil. 
It will be necessary to introduce other exports (e. g. machinery) im 
trade with these countries, if full advantage is to be taken of t! 
cessation of German exports. 

The second aspect of economic warfare consists in the extensi« 
of the effects of the blockade to the Continent, with the object . 
crippling Germany’s export trade with those neutrals with whi 
contact can still be maintaind. The destruction of Germany’s marke 
in those areas of the world shown in Table VII will leave the Naz 
with surplus export capacity, and an overwhelming need to ta 
advantage of the resources of the countries which can still be 


outbidding Germany for the neutral products. 

South Eastern Europe is a market which is both valuable 
accessible to Germany. The countries of this region could probat 
supply all the cereals and a large proportion of the cattle, pigs, me 
eggs, and fruit, which Germany needs. Oil, bauxite, chrome, mas 
nesite, copper, lead, and zinc are also obtainable in varying quant 
ties. The larger the amounts of these commodities bought up # 
Britain and France, the greater will be the strain on the Ge ma: 
economy. A selective approach to individual countries and produc 
is probably a condition of success. It will be necessary for the Allit 
to offer to exporters of these commodities as many advantages as po 
sible in the form of a supply of free currency, in the form of nig 
prices in terms of local currency, and in the form of bulk purchasi 
at fixed prices. Translation of strategy into action can be brief 
illustrated. Germany is cut off from supplies of petroleum which fo 
merly came from the United States and the West and East Indie 
and is thus more dependent on Roumanian oil. Britain and Franc 
are very large consumers of petroleum, purchasing 35 percent ¢ 
world exports in 1937. It is, therefore, plain that the more: Rot 
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nian petroleum Britain and France are able to buy, the less re- 
ins for Germany. The most effective kind of strategic purchase is 
real key products like oil, or like Norwegian molybdenum. All 
ch strategic purchases involve British exports to pay for them. 
FOREIGN TRADE POLICIES. From the point of view of United States 
terests the most spectacular efforts made by the Allies in this field 
e the regulations affecting trade with the South American coun- 
ies. With a depreciated currency and a tendency to insist that the 
yunds she spends in Latin American markets be earmarked for 
e purchase of empire merchandise, it is clear that England has 
0 powerful inducements with which to attract orders. In Argentina 
d Uruguay, where she is in a particularly strong position, she has 
sisted that at least 95 percent of the sterling spent be returned 
1 empire products. In Chile, England is endeavoring to work out 
compensation agreement for Chilean wool. Similar moves are 
sing made in Brazil, where Britain is buying canned meats. In 
idition to these compensation agreements, new exchange control 
strictions have recently been announced in London requiring 
uth American countries (except Argentina) to pay in United 
ates dollars for certain imports from Britain and British colonies. 
hese regulations, effective on March 25, 1940, will also require 
porters of the stipulated commodities to North America, Belgium, 
e Netherlands, Switzerland, Netherland and Belgian colonies, to 
mand payment in United States dollars, belgas, guilders, and 
viss francs. 

Sound export policies can thus be framed only after the fullest 
formation about markets and resources has been obtained. From 
e standpoint it appears that different markets demand different 
proaches. For instance, the value of the pound might be kept 
igh in countries such as New Zealand and Egypt, which depend 
pon the British market for the disposal of the bulk of their ex- 
orts, and low in countries such as Roumania and Bulgaria, where 
: paramount need is for the most effective possible competition 
ith German goods. On the other hand, both the United Kingdom 
nd the British Commonwealth as a whole have depended in the 
ast on multilateral trade. It may be possible to increase trade be- 
ween, say, Argentina and the United Kingdom by the use of 
ilateral agreements. Yet a general policy of bilateralism probably 
yould reduce world trade and invisible exports would suffer. ‘This: 
night apply even in the short period, and would certainly apply 
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in the long run taking into account the post-war as well as the ¥ 
period. A further objection to bilateralism is that it is made « 
tremely difficult to marry surpluses in one country or area 
deficiencies in another country or area. This is exactly the proble 
which German bilateral methods have failed to solve. It is, ther 
fore, necessary to evolve some compromise between bilateralism a 
multilateralism. 

Selective devaluation, another obvious method, would me 
that the terms of trade for certain currencies would be turné 
against the United Kingdom and would have the effect of subsid; 
ing exports in various countries at the expense of importers frog 
those countries. Selective devaluation is hardly a compromise of ai 
kind, since it would destroy multilateralism. It would further invol: 
very considerable administrative difficulties, would make the tag 
of stabilizing the pound and the franc almost impossible and wou: 
inevitably produce under-cover markets. : 

Straight subsidies are, perhaps, more attractive than selectii 
devaluation, because they would avoid many of the disadvanta 
of bilateralism, and because they could be paid by the whole boc 
of taxpayers, rather than by importers only. An export subsia 
would enable producers to sell at prices lower than the world lev 
in selected markets otherwise inaccessible, and would enable e¢ 
porters prejudiced by high costs at home to continue exporting 
An import subsidy would make possible the purchase by importe¢ 
of strategic commodities (e. g. Roumanian wheat) for political, 
well as ordinary commercial reasons. An import subsidy probabs 
would be easier to administer than an export subsidy, as the Gor 
ernment already has full powers over imports through its control 
the sale of foreign exchange. The Government is, moreover, a ver 
large buyer on its own account, and where purchases are made : 
higher prices than necessary for strategic reasons government buyir 
can have effects similar to an import subsidy. | 

A survey of the export potential is made more urgent by th 
large-scale purchasing program. The existence since war broke r 
of joint long-term Anglo-French purchasing programs is a new 
important factor for world producers, but they will not sell r 
produce indefinitely to Britain without receiving some guarante 
of payment in the kind of goods which are needed. A large purcha: 
such as the purchase of Australian wool, Rhodesian copper, or Tur 
ish cotton, will entail a long process of bargaining. The overse 
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vernment will want to know what it can obtain from Britain, but 
will be impossible to contract in advance to sell a certain amount 
a certain product without knowing whether it will be possible to 
liver. It will only be possible to know this if it is also known that 
ailable resources are adequate to supply the necessary goods, and 
at exports have priority over alternative demands. 

During the last war it became obvious that the provision made 
r encouraging exports was seriously inadequate, and the establish- 
mt in 1918 of the Department of Overseas Trade was intended 
remedy this weakness. The D.O.T. has done good work within 
e limits of its powers, and of a grant of an amount which has 
ver been allowed appreciably to exceed one-tenth of one percent 
the value of British direct imports. It is, however, no more than 
joint sub-department of the Foreign Office and the Board of 
ade which are responsible for policy. The Board of Trade, on 
ich the responsibility for international trade policy rests, appears 
have too many and too varied everyday duties to be able to give 
export development the drive which it clearly needs. On the other 
nd the conventional recipe of a new Ministry would not neces- 
rily produce much improvement. If its functions and powers were 
t adequately defined it might even make matters worse by adding 
t another to the long list of departments which deal with only a 
t of the export problem. The mechanism is clearly cumbersome 
d needs simplifying—it is, for instance, absurd that the Depart- 
ent of Overseas Trade should have nothing to do with imports 
jen it has the duty of pushing exports—but consideration of the 
w points touched on in this article will show that many different 
terests, both within and outside government, must be co-ordinated 
fore it becomes possible to pursue a vigorous export policy in line 
ith economic policy in general. The Economist of February 10, 
40, describes the new Exports Council. This council. consisting 
nine industrialists, business men and trade-unionists, Lord Stamp 
d representatives of the Treasury, the Ministry of Economic War- 
re, the Ministry of Supply and the Foreign Office, as well as the 
ool and cotton controllers, has been set up to aid and advise the 
esident of the Board of Trade. Whether such a council represents 
e intention to formulate a definite export policy or is merely an 
crease of machinery, time alone will show. 
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III. Paying for the War 


The real problems of paying for the war are economic, politic: 
and psychological. The question for the Allies is how best to mobl 
ize all their moral and material resources for the task of winnii 
the war; or, in other words, how to harness for war efforts the grez 
est possible share of their potential man-hours of work. It can_ 
answered in theory in any or all of three ways, by increasing produ 
tion, by drawing upon existing assets, and by diverting existit 
output from less to more urgent uses. The additional goods am 
services needed for the prosecution of the war can, in practice, | 
obtained only by a combination of these methods. } 

The resources on which the national war effort of Great Britaé 
must be based consist of the stock of capital goods, the accumulaté 
skill and experience of the workers, and the national income w nie 
is yielded by this capital. ‘The national income of the financial ye 
1938-9 was stated by J. M. Keynes in terms of the prices then rulim 
Gross taxable income was placed at £5,700 millions. Of this toté 
£420 millions was used for the maintenance of capital equipmer 
£250 millions for augmenting capital equipment, and £1,300 mx 
lions for Government expenditure, including £50 millions borrowé 
from the public. The figure for consumption expenditure, which wi 
defined to cover costs of maintenance as well as indirect taxes ar 
rates, was given as £4,350 millions. i 

How much of the British national income is the Governmer 
taking at the moment? i 

The Economist (January 13, 1940) estimated the then currer 
rate of national expenditure at over £2,500 millions a year. Sina 
then this figure has risen considerably; it being estimated that £1, 0 


War on the necessary scale is now more expensive, since, as t 
Chancellor of the Exchequer has stated, it takes twice as muc 
keep a division in the field today as it did in 1918. Britain can, k 
ever, afford to pay more, since the present productive capacity ¢ 
British industry is about half as large again as in 1918. 4 
The fiscal problem is how to raise this sum of over £2,500 m 
lions. Before discussing methods it may be as well to consider th 
sources from which the increased revenue will have to be derivec 
As stated above, the available sources are augmented ll 
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of overseas assets, and the diversion of output. 

Keynes, E. F. M. Durbin, R. W. B. Clarke, and others believe 
at a considerable increase in output should be possible. It is more 
less common ground that a rise in output is likely to mean an 
crease, in very round figures, of something between £500 millions 
d £1,000 millions in the national income expressed in pre-war 
ices. 

_ The second main source of the real fund from which payment 
nm be made in the liquidation of overseas assets. The nominal 
mount of British overseas investments in securities quoted in Lon- 
n, and the interest and dividends received and loans repaid, are 
own in the following table prepared by Sir Robert Kindersley. 


TABLE VIII—BririsH OvEerRsEAS INVESTMENTS 


Capital Income Repayment 
1938 (£000,000) 


_ Overseas Governments and Municipalities.... 1,398 52.3 21.4 
mepritish Companies abroad.................- 1,209 69.6 10.9 
Foreign and Dominion Companies............ 685 43.0 6.9 


3,292 164.9 39.2 


he value of unquoted investments is estimated at £400 millions. 
hese figures, however, represent nominal values. More important is 
le quantity of investments which can be sold to neutrals or used 
collateral for revolving credits. The Economist (August 12, 1939) 
timated the value of British securities which might be negotiable 
the U.S. at £1,172 millions. The Federal Reserve Board estimated 
€ total of readily marketable U. S. securities in British hands at 
e beginning of the war at £188 millions. Britain’s reserves of gold, 
ued before the war at more than £600 millions, are similar to 
arketable overseas securities. The question of how much of these 
‘curities and gold should be or will have to be, sold to pay for 
e war is controversial. It is said, on the one hand, that the prime 
eh is to prosecute the war with the minimum fall in the stand- 
d of living. Keynes suggests that £250 millions a year should be 
yund from abroad by selling gold and foreign investments. On the 
ther hand, it is argued that to sell foreign securities represents too 
‘rious a drain on the future. 

The acquisition of foreign exchange on loan from neutral coun- 
ies is similar in its effect on the balance of payments to the sale 
securities. In the one case the subsequent flow of income from 
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abroad is decreased; the other gives rise to a subsequent outflow 
income. The United States loan market is not open to Britain. T 
Dominions, therefore, are the only important countries from whi 
it will be possible to borrow. Keynes suggests that the Dominica: 
may be expected to hold increased balances in London as a res 
of the British Government’s purchases in the Empire. This contrik 
tion is put at £100 millions. R. W. B. Clarke allows £400 millio: 
a year for the financing, by means of sales of gold and overseas secu 
ties and credits, of an adverse balance of trade. t 
Finally, there is diversion of output. Keynes suggests that £4 
millions of the £670 millions normally devoted to capital main 
nance and extension be saved. Clarke gives the figure of £3) 
millions. ‘ 
The second form of diversion of output is diversion of resoure 
from the production of consumption goods. The extent to whil 
consumption will have to be reduced depends on the actual figui 
which are substituted for the various estimates given above; it ca 
be seen that, according to Keynes, it should be possible to raise tot 
Government expenditure by £1,000-£1,500 millions, which wou 
cover assumed expenditure in the near future of £7-8 millionsi 
day without any national reduction in consumption. For Keym 
the problem is how to prevent the expenditure of the increasé 
incomes, resulting from increased output. Clarke’s results are vei 
similar to those of Keynes. The problem he poses is different sint 
he is allowing for an increase in Government expenditure of £2,36 
millions. * 
Keynes gives a figure of £4,350 millions, and Clarke one of £4,5 
millions, for annual consumption at the end of the interval bet ree 
the two German wars. The consumption expenditure of the wag 
earning and salaried classes with less than £250 a year was calc 
lated as £2,800 millions and £2,850 millions respectively, or near 
two-thirds of the whole. The incomes of those with over £250! 
year would suffice to cover an increased Government expenditu! 
of about £1,000 millions a year. While it seems politically impra 
ticable to suggest that all incomes should now be reduced to a lev 
of £250 a year, people with very large income will clearly ee | 
suffer great reductions in their standard of living, proportionate’ 
greater than for those who in the past have not had the good fortur 
to be able to pay a surtax. Even so, those with incomes of und 
£250 a year will have to contribute heavily to the cost of the 
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€ they are responsible for two-thirds of the nation’s consumption. 
There are four main methods by which the Government can 
n control over the resources it needs: by taxation, by borrowing, 
ough the medium of the price mechanism and by direct Govern- 
t control. A brief discussion of each of these methods follows. 
TAXATION. The three main groups of existing taxes are income 
i capital taxes, commodity taxes and miscellaneous (mainly local) 
es. One of the salient facts about the existing tax structure is its 
paratively light incidence upon the middle classes. The figures 
en in the Colwyn report for 1925-6 show that at the rates of 
ation then prevailing, which admittedly have since been graded 
the middle classes were by far the most lightly taxed section of 
community. For example, a married man with three children 
d 10.2 percent of his income in taxation if his income was £200 
ear, 6.2 at £500 a year and 11 per cent at £1,000 a year. Thus 
ile income-tax must fall increasingly heavily on very high incomes, 
» bulk of the additional tax revenue must come from the middle 
ss incomes. 
A further point which may be noted here is that any drastic 
srease in taxation, or any compulsory saving on the lines proposed 
Mr. Keynes, will have to be coupled with special provisions for 
ticular hardships. Some method of dealing with such fixed 
arges as mortgage and installment plan payments will also have 
be evolved. Even more important is the possibility of devising 
omprehensive family allowance scheme, which may be the only 
y of doing justice to those whose incomes might otherwise be 
luced to near subsistence level. 
Increasing reliance has been placed upon death duties (probate, 
ate, legacy) as a means of raising revenue in the post-1918 years. 
ese are now expected to bring in from £80 to £90 millions a 
ar; in 1935 they yielded £30 millions more than surtax. 
The chief taxed commodities are beer (£65 millions in 1937-8) , 
rits (£35 millions) , tea (£7 millions) , sugar (£11 millions) , and 
bacco (£82 millions). Most of these are in relatively inelastic 
mand, with a resulting certainty of levy. But the salient feature 
indirect taxation is that it bears most heavily on those with low 
comes. The Colwyn report showed that people with incomes of 
00-£200 a year paid between 12 and 10 per cent of their income 
indirect taxation. aed 
Local taxation is only relevant to the problem of how to pay 
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for the war to the extent that the cost of defense measures m: 
made a local charge and that local taxes tap the same incomes 
national taxes, so that the more that is taken in local taxatio 
less there is available for national purposes. The war may nece 
a thorough reconsideration of the whole relation of local to nati 
taxation, for war has presented local authorities with serious 
cial problems. Expenditure on Air-Raid Precautions has been 
in many districts. Evacuation, moreover, has added greatly to t 
difficulties. It is unreasonable, for instance, to expect educatit 
authorities in reception areas to bear the total cost of educati: 
evacuee children. A further problem is that in evacuation ard 
property values have been seriously affected by the evacuation a% 
will be far more seriously affected if there are air raids. 
Some of the suggestions for new forms of taxation which ha 
been widely canvassed recently include the wages-tax (a tax on. t! 
wages bill of an employer) which can be considered as the extensit 
of the income tax to the working classes. Keynes points out : 
f 


: 


in order to be effective, such a tax would have to be of the order 
2s. in the pound if it applied to all incomes, or of 3s. in the fF 
if it applied to incomes above a certain level, and remarks. 
“it is hard to see how a tax of this magnitude could be made eith 


to be or to appear in accord with social justice; while a smaller t 


would raise acute political difficulties without solving the problem 

A turnover tax which is, roughly, a tax on the value of z 
each time they change hands, is another tax which has been wide 
canvassed. In some countries it has been successful and in ot 18 
unsuccessful. In 1937, in Germany, 2,621 million Reichsmarks, 
one-fifth of government income, was raised by this means. It pp 
vides about five-sixths of government revenue in Russia. In Wein 
Germany, on the other hand, the difficulty of deciding when a tu 
over had taken place—for example in a vertically integrated co 
cern—was responsible for the comparative failure of this instrume! 


tax in Britain would give a net yield of £75 millions. 
A tax on retail sales also has been urged. Such a tax resem bli 
_ other forms of indirect taxation, and therefore bears heavily on tl 
poorer classes. It must, therefore, be regarded as an alternative to 
wages-tax. Clarke calcualtes that a tax of a penny on each shilling 
worth of purchases would yield about £200 millions. But the hea’ 


taxation of those with low incomes, inevitable as it may be in wa 
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ae, will be resented unless those who are comfortably or luxuri- 
sly off are being taxed in earnest. The problem of dealing with 
ge ageregations of property in one hand is not, however, easy. 
heavy capital levy on owners of great wealth might not help to 
ieve the main object of war taxation in that it would not neces- 
ily reduce consumption. A small capital tax on wider range of 
pperty holders might be of assistance in causing a reduction in 
nsumption. H. T. N. Gaitskell suggests that such a tax might 
| graduated, starting with, say 14 percent on property worth 
0,000 and rising to 5 percent on very large fortunes. 

If the Excess Profits Tax proves to be the big revenue producer 
the war, it will mean that other methods of taxation have failed, 
d that inflation has supervened. For it is the means by which the 
ancellor is able to get hold of some part of the new money result- 
» from the creation of credit and currency. The Excess Profits 
ty of 1915 was responsible for much of the increase in war-time 
venue. The yield was £140 millions when the rate was 60 percent 
d £220 millions when the rate was 80 percent. The Excess Profits 
4x introduced in the 1939 War Budget started at a rate of 60 
rcent. 

This short review of the tax structure gives some idea of the 
ficulties of paying for the war by taxation. There may, apart 
9m the profits tax, be no new tax method which would yield large 
ms and yet be politically acceptable, but although it may be 
practicable to cover the cost of the war by taxation, it is, never- 
eless, desirable that as much as possible should be raised by this 
sans. It is certainly a fairer method than borrowing, owing to its 
ect on the future distribution of income. The richer classes, from 
jose ranks the large investors in War Bonds are bound to be 
awn, have good reason to hope, on the precedent of the last war, 
at the future interest on their money will exceed the increased 
ntribution in taxes which they will have to make to provide the 
terest. Ninety percent of the £8,000 millions national debt is due 
the last war. 

_ BORROWING. The proposals made in The Times in November, 
39, by J. M. Keynes can be considered as half-way between a 
xation and a borrowing policy. They are in fact the logical out- 
me of his views on the sources of funds which can be tapped. He 
ates that wages and profits are bound to rise, and that the higher 
comes so induced will cause a rise in prices. The increased pur- 
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4 


chasing power will not be effective in raising real wages, since | 
increase will react on prices. Wages will chase prices and pr 
will chase wages. It is considered essential to prevent this vici: 
spiral. 

Keynes dismisses rationing and anti-profiteering methods 
mere palliatives. There are, he says, three remedies—raising pri: 
raising taxes, or “forced saving.” The third is put forward as 
best solution. Under this scheme salaries and wages would be 
in full, but a proportion of all wages and salaries would be pg 
in the form of a blocked deposit at the Post Office, which would - 
be available for spending until after the war. This would have 
great advantage of giving the working men and women of Britai! 
stake in the country and of changing the balance of cap: 
ownership. : 

Keynes suggests that a certain basic income should be free fri 
the levy—35s. a week for an unmarried man, and 45s. for a ma 
man, with an allowance of 7s.-6d. for each child. Out of ineog 
in excess of this the Government would take a proportion, va y 
with the size of the income, partly as compulsory saving, and pai 
as direct taxes. In the case of low incomes this would all be savi: 
On incomes above £20,000 a year there would be a levy of 80 5 
cent, including 65 percent tax. It is calculated that forced savili 
on the recommended scale would bring in at least £400 millid 
a year, more than income-tax and surtax put together. 4 
So far as effects during the war period are concerned, there re 
little to choose between forced saving and taxation. One attract 
feature of the Keynes scheme, however, is the scope allowea 
release of the savings (which would earn 214 percent) after t 
war, in order to offset the post-war depression. It has been point 
out, however, that there would be dangers in the release of savit 


ole 


— 


1919-20 might be expected to follow the war, and there would 
strong political pressure in favor of release at such a time. , 

There appears to be little chance of political success for f 
Keynes scheme of forced savings owing to the opposition it is 
ing in many quarters. The New Statesman and Nation of Janua 
6, 1940, summarizes the objections as follows: “Despite the fai 
of anybody, in any camp, to produce a constructive lena 
his proposals, there does not appear to be, in any quarter, enth 
asm for his scheme. The capitalist classes dislike it, because 
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batens them with higher taxation and loss of the prospective 
dfall gains of inflation. The middle classes dislike it, because 
John Simon is at present letting them down very lightly, and 
y are still much more reluctant to face extra taxation (even in 
form of forced savings) than frightened of an inflationary rise 
prices. Finally, the Trade Unions are suspicious of it, because 
fear that if, as part of the scheme, they assent to limiting their 
ms to wage advances, inflation may come all the same; and also 
lause they suspect that they may be tricked out of the carrot 
ich Mr. Keynes wishes the Chancellor to dangle in front of them.” 
The possessors of purchasing power over consumption goods 
y agree to forfeit that purchasing power in exchange for interest 
a promise by the Government to repay them in future; they 
y, in other words, lend their money to the Government. Propa- 
nda, and the provision of a variety of different loans to suit dif- 
ent needs, may play an important part in raising people’s will- 
mess to lend. Incidental advantages attaching to loans which are 
ned below par, or carry special privileges in the matter of taxa- 
n, may attract savers. But the most powerful methods of stimu- 
ng the propensity to save are negative. Broadly, these consist 
blocking up alternative channels of expenditure by placing 
trictions upon the purchase of capital and consumption goods. 
In the last war there were savings certificates repayable in a 
np sum with accumulated interest after an interval of years, long- 
ed war loans, short-dated Exchequer bonds, and six or twelve 
nths’ Treasury bills for the money market. The British Govern- 
nt has already begun to use some of these same methods again. 
1e first large-scale Defense Loan, issued at three percent, for an 
ount of £300 millions, compares unfavorably in its terms with 
hilar loans in the early part of the last war, possibly indicating a 
sater faith at the present time in the lending capacity of the 
tion. As The Economist pointed out in a recent issue, there is 
srything to be said for establishing the principle that this is a 
aree percent war” rather than a ““five percent war.” The recently 
nounced conversion to 2 percent of a large block of 41% percent 
version Loan is definitely a step in the right direction. 

There are two distinct types of borrowing, with very different 
nsequences. Loans can be raised either from the public or from 
e banks. If loans are raised directly from the public, this is 
ughly equivalent to the surrender of equal amounts of money and 
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is not inflationary. Borrowing from the banks, however, is usual 
inflationary, although Keynes suggests that in the first year of t 
war firms and private individuals will hold genuine savin 
liquid form in the banks, so that borrowing from the banks ; 
these circumstances would not be inflationary. If continued, he 
ever, the effect of borrowing from the banks is almost bound to») 
inflationary. 


from the banks or by ane using the meena press. The first sta 
is the payment of manufacturers working on government con 
The new money creates new incomes which are used to buy ¢€ 
sumption goods, with the result that prices of consumption gook 


arms and other manufacturers in order to enable them to ma 
higher profits and pay higher wages, or some measure of diré 


tainly be adopted, and is indeed already being adopted to 
extent. The Control of Employment Act, price control, and ratiog 
ing would probably be the instruments of such a policy. i 

Inflation is generally condemned by responsible opinion. Its di 
advantages are that it involves concealed taxation proportionate © 
income, and indiscriminate transfer of wealth from receivers 


It also involves continual difficulty in adjusting wages to prices. 

The appreciable rise in the Ministry of Labour’s cost of livit 
index since the outbreak of war has naturally led to a demand f 
increased wages. Four million workers had been given increases | 


estimated cost of £20 millions a year. Since then many other 
increases have occurred. There are nearly three million workers | 
Whitley Council and Trade Board industries whose wages a 
almost automatically affected by changes in the cost of livin 
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olution of the “spiral” problem should clearly aim at the stabili- 
ion of both prices and wages. 

GOVERNMENT CONTROL. Certain measures of governmental con- 
over the economy are an indispensable adjunct to inflation 
use the manufacturers of consumers’ goods would be in a posi- 
1 to bid away resources from the manufacturers of munitions. 
ce control might prove to be the only effective means of enabling 
poorer people to satisfy their needs. Straight inflation would 
duce a state of affairs in which only the rich would be able to 
sfy their demands, and the poor would barely be provided with 
inimum. 

The difficulty of controlling prices of innumerable articles and 
des of goods as an aid to financial policy is obvious. There may, 
course, be a successful attempt to check profiteering. The Price 
Goods Act, 1939, represents an effort to fulfill this objective, 
ough much will depend upon the various price regulation com- 
tees. The Act defines the permitted price as the base price, which 
he price in the ordinary course, of business on August 1, 1939, 
s an addition for increases in selling and production costs since 
t date. 

The policy of subsidizing food commodities has now been in 
ce for a period of several weeks and has received a somewhat 
ed reception. The Economist summarizes the objections to the 
icy as follows. In the first place it is expensive, since it is 
eady costing £1 million a week, and will most probably cost 
reat deal more in the future. Food will not be made cheaper 
this method, the increased cost of food will merely be met 
‘a less direct, possibly more equitable and certainly less dis- 
bing means. Secondly, if it is applied to unrationed foods, 
s a stimulus to increased consumption; but that can be corrected 
an increase in rationing. And, thirdly, the knowledge that the 
ail price will be kept down may act as a powerful magnet to 
ims for favored treatment from producers and distributors; these 
uld have to be resisted. 

But with food consumption reduced by rationing and prices 
pt low by subsidies a further set of complications arises in that 
Peublic’s money expenditure on food is reduced, and the volume 
purchasing power released for other things can only make the 
ain economic problem of the war more difficult. The Govern- 
snt’s financial requirements are increased by the cost of the 
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subsidies, while the competition offered to the Government by 
public in all markets except food is also larger. The risk of in 
tion, in short, is enhanced. Food subsidies, therefore, make € 
more urgent the necessity for some drastic plan to divert the } 
chasing power of the public into the Government’s pockets, ei‘ 
by taxation or by compulsory saving or by physical restriction 
supply, which would increase “voluntary” saving. Obviously, ¥ 
such palpable defects in the non-food sector, a policy of subsii 
must contain considerable advantages within the food secton 
offset them. 
What are these considerable advantages? Clearly they con 
in the bearing that food prices have upon wage policy. With f 
prices more or less stationary, at least a basis of Opposition is ] 
vided to labor union demands for a rise in wages. In this sex 
moreover, they present the labor unions with a method by wk 
they are enabled to do their patriotic duty of assisting in the ne 
sary reduction of popular consumption, without laying themse¢ 
open to the charge from their own members that they have connii 
at the starvation of the workers. The purpose of the polic 
therefore rather political than economic; it does not diminish 1 
risk of inflation, but it does go some way towards removing the ck 
disadvantage of inflation, the “vicious spiral.” This may be ag 
gain, but only if the rest of the problem is tackled. In maki 
the main problem in the non-food sector more difficult of soluti 
the policy increases the urgency of appropriate measures to prev 
the purchasing power released by food subsidies from producings 
inflating effect. : 
There are many shades of regulation, some of which are 
tainly necessary and desirable. The extreme is complete State ¢ 
trol, to which German methods approximate. There is rigid cor 
over foreign trade, and a system of rationing for the availas 
resources of men, raw materials, and capital. There is much tol 
said for complete control, but whether it is desirable or not, 
necessary administrative machine is not in existence in Great Brit: 
and could not be improvised overnight. 
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Organization is something greater than the sum of its component 
ts. The work processes of an organization separated into autono- 
s units would produce results far different either in kind or de- 
from the objective for which the whole was created. Each unit 
Id follow a work pattern, the integration of which with the 
ers would be wholly voluntary, if indeed possible: the greater the 
ber of units, the greater the possibility of their working at cross 
poses. In such a separation, of course, each unit would be in turn 
mplete organization of subordinate parts. The process might be 
tinued until each unit comprised a single individual. But even 
individual must organize himself if his work is to be directed to a 
cific objective. He must coordinate his resources; his time, his 
lity, his energy, and his materials and direct them to a plan of 
ion. Organization, then, is the directing of various processes and 
yurces which have been brought together so that they might 
omplish in unison what would be impossible separately. 

‘Coordination is the reciprocal of control. The individual cannot 
k unless muscular coordination is responsive to his will to walk 
in other words, unless he can control the action of muscles which 
st contribute to the process of walking. Thus, control signifies 
rdination. Coordination is the object of organization and, inas- 
ch as coordination is control, organization also means control. 
r the object of organization is control, or one might say that 
anization is control.” + Control, therefore, is inherent in organiza- 
n; it is self-direction. “Biologists tell us that the organizing activ- 
of the organism is the directing activity, that the organism gets 


* This is a section of a book sponsored by the Social Science Research Council 
copyrighted by The Public Administration Service, shortly to be published 
jer the title Some Administrative Aspects of the United States Department 


griculture. 
** Mr. Gaus is professor of political science at the University of Wisconsin ; 
Wolcott is assistant to the Secretary of Agriculture. : 


F Mary P. Follett, “The Process of Control,” p. 161, chapter from Papers on 
| Science of Administration, by Gulick & Urwick (1937). 
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its powers of self-direction through being an organism, th 
through the functional relating of its parts.” * 

The organization of an enterprise should provide the coor 
nation and authority whereby the central purpose or function of t 
enterprise may properly be achieved. Function, therefore, is the er 
organization the means of accomplishing that end.* In a smr 
project coordination may be effected simply. If only a small numh 
of workers is engaged, the reality of objective may be so clear to ea 
that authority will flow from that objective. A larger, more comp 
cated enterprise, on the other hand, may require a central structu 
of authority that will guide the activities of different projects, ea 
with its own immediate objective, toward the common objective : 
the whole. There is always the danger that individuals on separe 
projects in a complicated enterprise will lose sight of the centi 
function and become subjective rather than objective in performii 
their tasks. The more complicated the enterprise, the more involv 
is the structural authority. But no matter how complex an ent! 


Esk 


prise, authority is as natural and as inherent as it is in the simpl 


late in an involved enterprise, but it is no more coercive tha 
authority of function in either a simple or complex organism. 

Control of an enterprise is possible through any or all of varic 
devices. The formulation of policy serves to indicate objectives a: 
general direction. Planning guides the movement toward that obj 


the attack may be launched, and, perhaps, by indicating object 
measures of performance. Leadership is control through example ? 
inspiration and through the direction of work along the lines a 
in the manner indicated by the plans. A system of reporting enab 
the director to appraise the direction and accomplishment of é@ 
unit in the light of the organic function; reporting to a board | 
directors, or to Congress, or to the public compels performam 


within and in accord with an expressed or implied mandate. F 
search concerning the problems dealt with will indicate furth 


* Thid., p. 166. 


* Organization may, indeed, affect function. An agency of the national ge 
ernment may, because of constitutional limitations, be able to accomplish a t 
given it by Congress only through an organization that intermeshes with st: 
and local governments. Such an organization adds to the function of the age 
the integration of different levels of government. : 4 


THE GENERAL STAFF IN AGRICULTURE 135 


jectives and-test the value of achievements. Each implement of 
itrol contributes to coordination. 
A small enterprise may be so organized that the chief executive 
ividually handles all processes of control. This may be true, too, 
a larger enterprise, providing its function is simple and clear. 
hen, however, an enterprise is complex, the head of the organiza- 
n, because of his limited span of attention, must have assistance. 
some cases a private secretary may furnish all the aid the chief 
quires, in other cases more assistants will be necessary.* 
These secretaries and other assistants, working intimately with 
chief executive, help him in the performance of his responsi- 
ities. They constitute the general staff.° Their duties may be 
clusively to direct and to implement the flow of business to and 
m the chief, or they may extend to actual participation in execu- 
e affairs, though only in the name of the chief. Although the 
ponsibilities of the chief are inherent in his position and cannot, 
erefore, be delegated, the chief may nevertheless designate mem- 
rs of his general staff to act in his name. Thus the general staff may, 
fact, perform any services for the chief executive except those 
ich by law or peculiar nature require his attention, study, or de- 
ion. More specifically, it may be said that the activities of a general 
ff are related to aspects of administration, such as policy making, 
anning, priorities, budget, personnel, reporting, and organization, 
d to all the implements of control. 
The part played by the general staff in these aspects of manage- 
ent varies among organizations. It depends upon many factors: size 
the enterprise, administrative qualities of the chief, peculiar abili- 
s in general-staft personnel. Whatever the participation, it will 


“Individual assistants are apt to develop a highly specialized ability along a 
gle line and thereby make necessary the appointment of another to handle 
e remaining work. Indeed, the activities of an assistant may become so 
ecialized and extensive that he will need aides of his own and may, in fact, 
velop an elaborate office. This process is historic. It is, for example, coincident 
ith the emergence of government departments from the king’s household. The 
signation of heads of departments as secretaries is a visible remnant of the 


ocess. 


* Helpful discussions of general staff may be found in Henry H. Farquhar, 
he Modern Business Staff,” Journal of the Society for the Advancement of 
anagement, May, 1939; E. J. Coil, “Administrative Organization for Policy 
anning,” ibid., January, 1939; Leonard D. White, Introduction to the Study 
Public Administration (revised edition, 1939), pp. 63-82; John M. Gaus, 
onard D. White, and Marshall E. Dimock, The Frontiers of Public Admin- 
ration (1936); and Gulick and Urwick, Papers on the Science of Adminis- 


ation (1937). 
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involve some definite functions. The collection and recordir 
pertinent information is fundamental. The analysis and stuc 
available information in the light of organization problems 
executive responsibilities, followed by recommendations to the ¢ 
is a continuing process. Staff members will consult with each c 
and with the chief, bringing their knowledge to bear upon px 
and procedures. Finally, as has been stated, individuals may a 
the name of the chief in carrying out his orders and regulations. . 
general staff is an integral part of organization; organization i 
principal concern. All that it does serves to maintain central con 
and to facilitate coordination which makes control possible. 
The general staff of an organization usually exists not only; 
desirable aid to the chief executive but as a necessary one. Ev 
person of very great ability, energy, and devotion to his work can 
give the necessary attention to the infinite number and variet) 
problems which a large enterprise entails. The “span of attenti 
and the “span of control” of a director are very definitely lima) 
He cannot, for example, personally investigate, through field t 
and research, the implications of a wheat production control - 
gram upon other commodities and general policy. Of all the ie 
variety of interrelationships which must be controlled and dire 
by the chief of a large organization, he can give personal attentio 
very few. He must have assistants who will relieve the pressure of 
countless details coming to his office. : 
The relations of general-staff officials to the chief, in virtue 
their unique position, are very intimate. The importance of tl 
officials to the organization in general, and particularly to the et 
depends upon this intimacy. In order that this relationship si 
assured and in order that the general staff may be as helpful as pe 
ble, it is essential that its membership remain small. Again it is 
human factor which limits the number of staff assistants to whom 
chief can give sufficient time and attention. Given a general staff 
too many individuals, most of the effort of the chief will necessai 
be directed to the problems arising from general-staff interrelati 
ships. Such a staff would be more a burden than an aid. . 
The precise limit on the number of staff assistants cannot 
stated. The conditions which dictate this limit vary greatly. te 
depend upon the peculiar abilities of the chief as well as the as: 
ants; it will depend upon the nature and size of the enterprise. 
extent of the integration of the various activities, the capacity of 
assistants to coordinate their efforts, and many other fa 
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ral cunas has shown that, at the top, three assistants doing separate 
ork are a reasonable maximum. In actual practice, however, this 
ber may effectively be increased but, relative to the size of the 
Tprise, it must remain small. 


- I 
} a - . 


he organization of the Department of Agriculture must be com- 
msurate with the Department’s function—its “natural, proper or 
acteristic action,” its public responsibility for production, mar- 
ing, and financing of farm commodities and their influence on 
ind use and rural life. The fact that the Department is large and 
»mplex needs no elaboration at this point; it is evident that its 
ganization is also complex. The fitting of so complex an organiza- 
nm to a function which is far from simple is difficult indeed.* Mani- 
id activities of the Department inaugurated separately in time, and 
1 purpose, and not in accordance with a comprehensively planned 
derior objective need to be coordinated if they are to contribute 
itually to the Department’s function. Historically there has been 
‘tendency of separate activities to group themselves around central 
s. This tendency has, of course, been furthered by—if it has not 

) the direct result of—increased knowledge and experience. 
it] 


nin such groupings coordination is possible and expedient. The 
ferent groups must in turn be coordinated with the function of 


2 
ii 


e Department. 

ra Soordination, as already noted, signifies control. Its accomplish- 
lent in the Department presupposes an elaborate structure of au- 
hority.. The Secretary, as chief executive of the Department, holds 


4€ reins of authority: “. . . the Department of Agriculture shall be 
i Executive Department under the supervision and control of a 
keretary of Agriculture . . .”7 In addition to this direct mandate 


C authority, the exercise of control by the Secretary is necessary that 
e might meet other requirements of Congress. For example, “the 
ecretary of Agriculture shall annually make a general report in 
iriting of his acts to the President. . . . He shall also make special 
eports on particular subjects whenever required to do so by the 
resident or either House of Congress. . . .”* “The Secretary of 


ted Activities at the periphery of the Department’s function do not lessen the 
eed for an integrated organization, but the existence of such an organization. 
fill act as a centripetal force pulling such activities to the center. 
| 75 U.S. C,, sec. 511. 

45 Stat. L. 993. 


a 
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Agriculture shall direct and superintend the expenditures of 
money appropriated to the Department and render accounts there: 
and “Hereafter it shall be the duty of the head of each Execu 
Department . . . to make at the expiration of each quarter of : 
fiscal year a written report to the President as to the condition of 
public business in his Executive Department . . . and whether 
branch thereof is in arrears.” 1° Legislation establishing spec 
activities in the Department usually confers administrative autho: 
on the Secretary; even statutory bureaus are expressly declared tc 
under the general direction of the Secretary.’ In addition, the Se: 
tary may be called upon by congressmen or congressional com1 
tees for information and reports concerning departmental activiti 
In the light of great action programs affecting millions of people ¥ 
may freely complain to congressmen about inconsistencies in 
application of different programs, it is imperative that the Secret 
exercise control if he is to meet his political responsibility to Co 
and to the public. 

The Secretary owes a duty to the President and the Cabinet 
matters of policy. In the absence of an adequate policy-consult 
and control-facilitating body of the national executive, departm: 
heads must bear the responsibility for harmonizing their respect: 
jurisdictions with the function of the national government. * 
responsibility can best be met if the secretaries themselves repres 
integrated wholes and have the power to make adjustments to de 
mined national policy. 

The Secretary is the apex of the Department’s structure of auth 
ity, first, as head of the organization; second, by legislative manda 
third, as a member of the President’s Cabinet; and fourth, as an age 
of the public. A structure of authority is necessary if the Secretary 
to meet these responsibilities. 4 

Lines of authority flow from the Secretary’s Office to bureal 
divisions, sections, projects, and work units. It is at the broad b: 
of the structure where the activities affect farms, local areas, a 
regions that coordination must be effected. But coordination on t 
ground is dependent upon coordination at the top. This is t 


°25 Stat. L. 659. 
30 Stat. L. 316. 


™ See, for example, legislation establishing the Bureau of Dairying: ‘ 
there is hereby established in the Department of Agriculture a bureau to 
known as the ‘Bureau of Dairying.’ That a Chief of the Bureau of Dairy 
shall be appointed by the Secretary of Agriculture, who shall be subject t 
general direction of the Secretary of Agriculture.” 43 Stat. L. 243. 


= on mae 


oi 
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esponsibility of the Secretary, but he cannot meet it without staff 
sistance. 

II. 


| ‘The general staff of the Department is a vital part of the organ- 
vation. It is central to the function of the Department, addressing 
elf to policy formulation and to organization itself in the light of 
hat function. At the same time, the general staff is without direct 
luthority of its own. 
"It acts individually and collectively as the alter ego of the Secre-_ 
ary, lending him additional eyes, ears, and arms for exercising his 
esponsibilities.1? 

- Possibly the simplest way of understanding the difference be- 
tween the line and staff attributes is to state that if the adminis- 
_ trative head of an organization had sufficient time and sufhcient 
_ ability to study out in detail and be thoroughly familiar with all 
; phases of the work for which he is responsibile, he would not 
need a staff. Therefore, a staff organization can be looked upon 
as a group of men who, at the direction of the administrative 
head, study and analyze problems and develop principles to the 
_ end that the administrative head may have before him the 
necessary facts and opinions upon which to pass judgment and 
to take action. A staff is something to lean upon. That is its 
original meaning, from which we have arrived at the derivative 
| sense of the term as we employ it today. 

_ Although there is a clear distinction between staff and line in 
erms of duties and authority, nevertheless it should always be clear 
hat they represent no separateness of purpose. Both have the same 
ybjective: to further the function of the Department. By necessity, 
most, if not all, line matters directed to the Secretary must clear 
srough the general staff. There just aren’t enough hours in the day 
© permit the Secretary to give adequate attention to all of even the 
most important questions. Countless orders, memoranda, letters, and 
ther papers require his signature; records of hearings and budget 
ecommendations have to be reviewed by him; and questions of 


* Edgar W. Smith, “Relation of Organization to Management,” Administra- 
ive Management (a series of lectures delivered in the Graduate School of the 
Department of Agriculture, from October to December, 1937), p. 54. Luther 
sulick has stated that “When the work of government is subjected to the 
ichotomy of ‘line’ and ‘staff,’ there are included in staff all of those persons 
who devote their time exclusively to the knowing, thinking and planning 
unctions, and:in the line all of the remainder who are, thus, chiefly concerned 


vith the doing functions.” Gulick and Urwick, of. cit., p. 31. 


~. 
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policy and organization demand his attention. In addition, the¢ 
mands on his time by the President, Congress, his party, inte 
groups, organizations, and individuals are very great. It is the 
of the general staff to reduce the pressure on the Secretary ¢ 
constant flow of papers and people to his desk: the general : 
reviews practically everything directed to the Secretary; it ev, 
each matter in the light of all relationships, of departmental ft 
tions and policy; it determines the merits of each case and passe 
on to the Secretary with a recommendation—based upon its ana 
—for action. The general staff may decide that some matters do) 
warrant the attention of the Secretary.1* It should be clear, howes 
that it is not for the general staff to make such determinations 
finality. Its logical course of action in such cases is to confer with} 
agency involved, state its judgment, suggest alternatives, or ad” 
different procedure; it may be necessary to introduce representatit 
of other agencies, even other departments, to facilitate a solut 
without the Secretary. In the absence of such a solution the gena 
staff must clear the way to the top. 
The flow of decisions from the Secretary to the line also ¢ 
mands the attention of the general staff; it must facilitate that fi 
and follow eventual application to appraise its nature and effect 
the light of the Secretary’s determination and iad wernbres funct t 
and policy. 
The general staff, therefore, supports the Secretary in the : 
formance of his job. “A staff is something to lean upon.” But a ss 
would not help one to walk on clouds; it is, indeed, of little va: 
without solid earth to support it. When a human staff is used it bi 
be supported by a human foundation, and the mortar of that for 
dation is consent. “Organization must provide coats through 
principles and their application, for the continuous winning of e 
sent in the formulation of and movement toward a purpose.” = 
general staff must help win the consent upon which its effectiv 
is dependent. In the proper performance of its duties the generals 
must liberate, not obstruct, the line agencies. The avoidance of t 
bottleneck at the Secretary’s Office reduces or entirely elimina’ 
restrictive delays. ‘The disposal of complaints directed to the top 
outsiders relieves the line agencies of trying impediments to of 


a 


* Assistants, for example, clear all but the most important press rele 
even when they quote the Secretary. 


“Gaus, “A Theory of Organization,” in Gaus, White; and Dimock, 
cit., p. 69. 
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ms.*® A more positive obligation of the general staff to line agencies 
jto see that they receive proper attention at the top. The staff must 
cilitate rapid response to inquiries or plans submitted for approval; 
should, on its Own initiative, constantly consider the operating 
sencies, protect their interests, and consult with them on relevant 
atters of policy and organization. The more effectively the staff 
perates operations, the better it wins consent and serves the Secre- 
ry and the Department. 

In all its work the general staff must be guided by the function of 


e Department. It must be prepared to evaluate every action in 
rms of the responsibility of the Department to the President, to 
mgress, and to the courts. Theoretically, responsibility to the Presi- 
tnt, to Congress, and to the courts is responsibility to the public. 
tually, responsibility to the people is greater than any legal, consti- 
tional, or conventional requirements. Every civil servant in a 
pmocracy is individually and directly responsible to the people as 
ll as to instrumentalities of government. Failure to meet this obli- 
tion results in institutionalized “checks and balances,” but the 
istence of courts, legislators, a chief executive, and_an electorate 
es not release the civil servant from his direct responsibility to the 
ople. Legal responsibility is a minimum standard; responsibility 
‘the public is limitless.1* General-staff personnel particularly must 
fflect a deep-seated responsibility to the public. In a very real sense 
y represent the final effective opportunity of protecting the public 
terest before, not after, damage is done.t? Moreover, the task of 
nning consent extends beyond departmental personnel to the 
pople of the nation. 

The. lot of the general staff is not an easy one. Its job in the 
epartment is complex, subtle, vital, and huge. Yet, as we have 
»ted, its membership must be severely limited if it is to serve at all. 


is presents a dilemma which has but one solution: personal com- 


'® This will also involve the auxiliary services, information, finance, etc. 
bt all complaints received at the top are disposed of there. Some, indeed, are 
ferred to the appropriate line agency for handling. But in very many cases, 
ough the line agency may be asked for a report or to prepare a reply, someone 
‘the top will sign the outgoing letter. A letter from the top tends to choke off 
latory haggling expeditiously where a letter from a line agency would be apt 
start unending bickering. 

%* Only a small portion of government officials can be affected by popular 
ctions. 

"Tt is desirable also that the public interest be injected at the level of the 


erating agencies where vital plans and policies are born. This supports the 
se for general staffs under bureau chiefs. 
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petence. What the measure of competence is evades precise de 
tion, but some of the qualifications of good staff personnel se: 
reasonably clear. 

Staff men should be generalists. That is not to say that they m 
not also be specialists; but for specialists to be good staff men th 
should also be generalists. It is much more important that they kne 
enough about everything so that interrelationships will at all ti 
be clear.1® Nature’s balance is extremely delicate; economic balan 
is perhaps no less sensitive. A change at any point, even th 
socially progressive by intent, may effect subtle maladjustme 
which will impel nature to cataclysmic efforts at restoration 0 
balance. The restored balance may or may not be as advantageous; 
man as the original. The dust storms were signs that nature 
forming a new balance for the one disturbed, but nature’s way 
have produced a desert. Man’s effort to restore a favorable balan 
involves the people on the land, tenure, taxation, the nation 
economy, foreign trade, increased production and consumption } 
livestock, national, state, and local efforts, delinquent lands, pub 
land purchases, water, flood control, research, relief, politics, region 
pressures, and education. Specialists are necessary in each; the gen‘ 
alist must see that they all add up to a positive program and th 
they do not cancel each other. ‘The specialist may make his great 
contribution through knowing everything about his particular sv 
ject; the generalist must know enough about each segment to guil 
its integration into the whole. Perhaps the strongest statement om 
importance of the generalist in administration is that by B 
Adams in 1913: 1° 

Administration is the capacity of coordinating many, and oft 
conflicting, social energies in a single organism, so adroitly th 
they shall operate as a unity. This presupposes the power | | 
recognizing a series of relations between numerous special soci 
interests, with all of which no single man can be intimate 
acquainted. Probably no very highly specialized class can | 
strong in this intellectual quality because of the intellectual i 
lation incident to specialization; and yet administration, or ge 
eralization, is not only the faculty upon which social stabili 
rests, but is, possibly, the highest faculty of the human min 
This quality is, of course, desirable in all administrative officials; 


4 


“In the language of Mr. Louis Brownlow, they should be possessed of cathe ! 
curiosity. 


* The Theory of Social Revolution, chap. vi. 
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neral-staff personnel it is vital. 

General-staff personnel should also be self-effacing. They should 
- unambitious in a narrow personal sense but thoroughly ambitious 
get the job well done, to get problems solved and results achieved. 
hey have no authority of their own except the authority of ideas, 
hich depends upon their competence and their effectiveness in win- 
ng consent. Final authority must remain in the Secretary, who is 
dlitically responsible for the administration of the Department; the 
scretary can no more divest himself of authority than he can free 
imself from responsibility. Direct authority in the general staff 


’ 


ould therefore represent an unjustifiable delegation by the Secre- 
ry or an usurpation of the Secretary’s authority by the staff. Sub- 
dinates would resent and probably obstruct such action.”° 

_A third important qualification of a good staff man is that he 
ke people. This is not an absolute requirement and may be offset 
excellence at other points; but it is always desirable and valu- 
ple, and certainly he must not dislike people. With such a trait one 
ads it easier to get along with and win the confidence of others. 


* Raymond Moley, in a series of articles which appeared in the Saturday 
vening Post (the first appeared in the issue of June 24, 1939), describes the 
asatisfactory relationship between himself and the President and the depart- 
ents and other agencies. Anticipating a post in the State Department, Moley 
ys: “No Secretary of any department was apt to be overjoyed at having an 
$sistant who saw the President more often than he, who knew the President’s 
ind better and who was asked to handle matters of which the Secretary knew 
thing. But to house me, who would do well enough as a symbol of the new order, 
ith the living embodiment of what the New Deal was not, would be tempting 
ovidence.” (July 15, 1939, p. 64) Moley discusses the difficulty of getting the 
esident to define his duties clearly and positively in order-that his position 
ight be understood and recognized. Perhaps it would have been more appro- 
jate and more advantageous to both Moley and the President had the relation- 
ip between them, rather than the nature of duties, been defined. In his article 
+ July 29 (p. 58), Moley states: “In addition to two major assignments in the 
ld of foreign relations, I had a roving commission to watch over the formula- 
on of legislation, to unravel the snarls that delayed that formulative process, 
cull out of the thousand and one schemes that came pouring into Washington 
e few that deserved presidential examination, to work up the basic material 


lationship. 
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We do not refer to superficialities but to a deep, though discri 
nating, affection toward others. Based upon sincerity and unc 
standing, it smoothes the way to winning consent. In generals¢ 
work one must respond generally to all sorts and conditions off nt 
and must live the meaning of the proverb—“To understand all is 
pardon all.” 

Staff men should be well known or have the ability quickh 
become integral to the Department so jealousy of an outsider ¥ 
be avoided; they should have the ability to apply their knowlee 
and capacities to the Department. Whether they have had depz 
mental or even governmental experience, they must have a “sense 
government.” They should be able to fit themselves into the gove¢ 
mental system and they should understand and appreciate that s 
tem. In private business a man who carries his records “in his h 
may be held in esteem, but in government such a method wov 
inevitably bring the individual and his organization into difficult 
and embarrassments. } 

In addition to the special qualifications mentioned and oth 
that might be added, a good general-staff man should possess so: 


as being based on wisdom. It is the quality that insures the publi 
interest in governmental action and is present only in those y¥ 
have a real understanding of the public interest. It derives, therefo: 
from real ability, wide knowledge, and firsthand experience. It is t 
absence of this quality that gave rise to Lloyd George’s attack up 
the staff work preceding the battle of Pachendale.? | 
The General Officer who prepared the plans for attack afi 
attack across kilometres of untraversible quagmires, and t 
general who had control of what was by a strange irony call 
“intelligence,” and whose business it was to sift all the inform 
tion that came in and to prepare the reports upon which pla 
were based, never themselves got near enough to see what it w 
like. They worked on the basis of optimistic reports in 
shelter of a remote chateau . . . At Waterloo, Napoleon — 
Wellington could see the whole battlefield with their eyes, a) 
with the help of field glasses almost every hump and hollo 
But in modern warfare, the more important the general, t 


* David Lloyd George, War Memoirs (1933), Vol. IV., pp. 421, 424. 


THE GENERAL STAFF IN AGRICULTURE 145 


less he feels it to be his duty to see for himself what the battle- 
prield islike. ... 

_ Thus G.H.Q. never witnessed, not even through a telescope, the 
E attacks it ordained, except on carefully prepared charts where 
the advancing battalions were represented by the pencil which 
_ marched with ease across swamps and marked lines of trium- 
_ phant progress without the loss of a single point. 

ch dangers of faulty staff work can be overcome if the staff man 
1 go out “to see for himself what the battlefield is like.” He cannot 
herwise possess the integrity so vital to his effectiveness. In the 
partment the battlefront may be a region, a problem area, or a 
‘m; furthermore, the Department, as did the Allies, operates simul- 
1eously on many fronts and in collaboration with other agencies.?? 
e responsibility of the general staff is great; they must be possessed 
commensurate ability and integrity. 


ILE. 


The identification of the general staff of the Department is pecul- 

ly difficult. In addition to those who serve regularly in a general- 
ff capacity and, hence, are readily discernible, there are some who 
ticipate less directly. Line officials, for example, may, in addition 
their regular responsibilities, be called upon to render special 
vice on policy, planning, organization, or other matters for the 
retary. Because the relationship of general-staff personnel to the 
retary is one of great intimacy, those who do not hold official staff 
sitions are not always distinguishable. It is possible, however, to 
ell out the general structure of the staff.” 


22 Staff work might advantageously be used partly as a training process: by 
ulating the operating scientific men and the general executives; by using 
m as part of the general staff in training. General-staff personnel might be sent 
the field to study the impact of the Department’s work in a given region. 
ple from all departments having a common front in a region might be sent 
a group with instructions to bring back a program—drafted with state officials 
cerned—for the region. It should be a part of their training process to see 
h their own eyes in company with people from other departments with whom 
y must get an emotional as well as an intellectual understanding, what a 
al united attack on a given region might be. 
78 Appropriation Acts for the Department treat the Office of the Secretary 
a separate unit. This treatment is more a recognition of a departmental general 
ff than a definite portrayal of its organization. Offices of Budget and Finance, 
sonnel, and Operations, which we classify as auxiliary services, are included 
he Secretary’s Office, though other more recently established auxiliary services ~ 
treated separately. Within the Department “Office of the Secretary” takes on 
added symbolism comparable, in a sense, to “The Crown.” 
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The post of Assistant Secretary of Agriculture was created in lt 
by the act 24 which raised the Department to the status of an exe 
tive department. It was not until March, 1934, that the position 
Undersecretary of Agriculture was established.?® Appointments § 
both positions are made by the President “‘by and with the adv 
and consent of the Senate.” No precise definition of duties for eitk 
position exists by statute 7° or usage. More than any other thing 
has been the personal qualifications of the individual that have det 
mined his area of activities. Reflecting the special relations of t 
Department to state institutions is the fact that a majority of t 
assistant secretaries and one of the two undersecretaries have f 
background affiliations with land-grant colleges, state extension se¢ 
ices, or experiment stations. It is for this reason that purely partis! 
considerations have not played as dominant a part in their selecti: 
as in other departments and that these officials have usually had t 
duty of maintaining friendly relations with state and local interes 
At the present time neither the Assistant Secretary, nor the Unda 
secretary, nor both together, has general responsibility for all t 
work of the Department. The Assistant Secretary has also bek 
helpful in keeping in touch with the Capitol and of following t 
course of departmental matters through Congress as closely as pe 
sible, and he has been delegated to perform certain regulatory fun 
tions of the Secretary. Undersecretary Wilson was active in intéd 
departmental relations; he was, for example, a member of the La 
Committee of the National Resources Committee and of the Pre 
dent’s Interdepartmental Committee to Coordinate Health and Wi 
fare activities.2* By executive order of the President 28 the Unde 
secretary was authorized and directed “to perform the duties of ia 
Secretary of Agriculture during the absence or sickness of the 


aa 25) Stat. 659: 
48 Stat. L. 467. 


*The Assistant Secretary “shall perform such duties as may be required — 
law or prescribed by the Secretary.” 25 Stat. L. 659. The position of Underse 
retary was created by an appropriation act without any definition of respons 
bility. Subsequently, Public Resolution No. 18, 76th Cong., approved June 5, 193 
declared “that the Under Secretary of Agriculture is authorized to exerci 
the functions and perform the duties of the first assistant of the Secretary - 
Agriculture . . . and shall perform such other duties as may be required 
law or prescribed by the Secretary of Agriculture.” 


The Undersecretary was formerly the only member of an executive depax 
ment to attend the conferences with James Roosevelt, established to bring t 
independent agencies into working relations with the White House. 


* No. 7465, October 6, 1936. ; 


} 
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ry of Agriculture.” The Assistant Secretary, who had previously 
en so designated, was now authorized (and in his absence the 
hief of the Weather Bureau) “to perform the duties of the Secre- 
ry of Agriculture and the Under Secretary of Agriculture.” ”° 
he recent legislative authorization *° to the Secretary to prescribe 
e duties of the Undersecretary has made it possible to delegate to 
e latter regulatory functions of the Secretary to be performed 
hether or not the Secretary is “absent.” 

_ The more general duties of the Assistant Secretary and the Under- 
cretary are determined by the regions they represent, their back- 
‘ound, and their special interests.*t Mr. Brown, for example, came 
the Department from Georgia, where he had been Director of the 
xtension Service following a long career in extension work. It was 
sical, therefore, that Mr. Brown was relied upon in matters con- 
rning the South and particularly cotton. As Undersecretary 
ilburn L. Wilson represented the Northern Great Plains, having 
een active in farming and extension work in South Dakota, Iowa, 
nd Montana, professor of farm economics at Montana State Col- 
ge, and manager of large farms in the region. ** Between 1924 and 
926 he was in charge of the Division of Farm Management and 
osts in the Bureau of Agricultural Economics, later he helped form- 
late the basis of the original Agricultural Adjustment Act, became 
‘commodity administrator under the Act and, in 1933, took charge 
f the subsistence homesteads program. His counsel and aid was 
ught on matters affecting the Northern Great Plains and particu- 
rly wheat. Deeply interested in soil conservation, subsistence home- 
ads, and “‘democracy in agricultural administration,” he was active 
these fields. His interests were, indeed, Department-wide, and. his 
ccess in stimulating original thinking and constructive effort at 


«Tt has been the informal view of this office that the Secretary may be 
iewed as ‘absent’ when absent from the building so as not to be available for 
e discharge of immediate duties. This view would seem to carry out the thought 
f the court in Ex parte Tsui Shee, supra, in that the Secretary should be viewed 
s absent if not at his desk and not performing the duties of his office, even 
ough he may be in Washington. Thus at least two of the elements mentioned 
Ex parte Tsui Shee, supra, are lacking.” U. S. Department of Agriculture, 
fice of the Solicitor, Opinion 1023, December 23, 1938, p. 3156 (mimeographed ). 

See note 27, supra. 

4 Although the Undersecretary and the Assistant Secretary devote most of 
heir time, particularly speaking engagements, to their respective regions, they do 
ake a point of appearing in different sections of the country in order to become 
amiliar with and to circulate the various regional points of view. 


'® See Russell Lord, Men of Earth (1932), pp. 280-89, for an excellent brief 
ecount of M..L. Wilson’s connection with the Fairway Farms. 


many points demonstrates the value of bringing to the — 
political members who are qualified to inject freshness and im: 
nation in matters that tend to become too routinized.** Both — 
Assistant Secretary and the Undersecretary have sought to maint 
and to strengthen relations between the Department and state lan 
grant colleges, extension services, and experiment stations. T1 
task has mounted in importance with the emergence of new progra 
and direct lines of administration. Both have diverted to themsel: 
many would-be callers on the Secretary. q 

Aside from special delegations of authority, there is no cle 
classification of the duties of the Assistant Secretary or the Und 
secretary and, furthermore, there is no definite functional line | 
demarcation between their spheres of activities. They are the pol) 
cal party members of the general staff, reflecting regional intere 
and special backgrounds, serving the Department according to th 
special equipment. 
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IV. 


the Secretary one must pass through two outer offices, the first ¢« 
taining the desks of three of the Assistants, the other containing t 
desk of the final Assistant. The relationship of the Assistants to” 


. 


Secretary to the Secretary himself is as close as this physical pre 
imity. For all practical purposes every visitor to the Secretary m 


By 


pass under the scrutiny of his Assistants, and every paper or oth 
matter directed to the Secretary must first clear their desks. TI 
Assistants give final clearance to all matters that reach the Secretai 
and first impetus to those that leave his desk. 

The intimacy between the Assistants and the Secretary is furth 


*M. L. Wilson, for example, took an active interest in the Departmen 
Graduate School. He inspired and organized lecture series on such subjects 
democracy, administration, and the history and philosophy of science,’ wh 
have been widely attended. But more, he sought, through the device of semina 
in his office following each lecture and attended by the lecturer as well as 
representative group of departmental personnel, to relate each series to depa 
mental problems. At the close of the series given during the spring of 19 
on the “History and Philosophy of Science and the Place of Science in Dem« 
racy,” Mr. Wilson appointed a committee “to see what place the history 
science should have in connection with the national programs of the Departm 
of Agriculture and with the future courses of the Department’s Graduate Schot 
He also initiated a series of field trips as a means of bringing representati 
departmental personnel into intimate contact with regional land problems a 
with representatives of state agencies. 


er 
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emplified by. the fact that two of the four were personal friends of 
e Secretary prior to 1933. Paul H. Appleby, whose desk is closest 
the Secretary, was an editorial writer on the Des Moines Register 
d Tribune, where he became personally acquainted with Henry A. 
lallace. He came to the Department in 1933 at the request of the 
cretary for a temporary period and has remained ever since. James 
LeCron, an old mutual friend, with whom the Secretary had gone 
ra walk on the day the invitation to join the Cabinet arrived and 
a0 had been affiliated with the Des Moines Register and Tribune, 
fined the staff in the fall of 1933 and, like Mr. Appleby, has served 
tinuously. LeCron had been recruited, at Appleby’s suggestion, 
satisfy the need for additional assistance in the Secretary’s Office 
work continued to pile up. Earlier in the year Appleby had 
ought in C. B. Baldwin. Thus LeCron raised to three the number of 
ssistants. In September, 1939, a fourth Assistant was added.*4 

| While Appleby and LeCron have served continuously, the third 
pst has been held successively by C. B. Baldwin, Milo Perkins, 
_ M. Evans, and James L. McCamy. Milo Perkins succeeded. 
aldwin when the latter went to the Resettlement Administration 
‘Assistant Administrator. Following the transfer of the Resettle- 
ent Administration to the Department and its incorporation into 
e newly organized Farm Security Administration, Perkins joined 
aldwin as an Assistant Administrator.** R. M. Evans then served 
‘Assistant to the Secretary until, in the Departmental reorganiza- 
pn of 1938, he became Administrator of the A.A.A. McCamy, pro- 
ssor of government and chairman of social studies at Bennington 
lege, was named Assistant to the Secretary on February 1, 1939. 
eon O. Wolcott was appointed in September, 1939, and raised to 
ur the number of Assistants.*° 

_ There has been little differentiation or specialization of the duties 
> each Assistant; indeed, the effort is made to have all three share 


-“Tmmediately after the outbreak of war in Europe the Secretary named an 
dvisory council composed of representatives of farm, labor, manufacturing, and 
tail organizations which would consult with the Secretary on problems affecting 
yriculture growing out of the war. One Assistant has devoted his time largely 
this council and to war problems. 

© At the present time Perkins is Associate Administrator of the A.A.A. in 
marge of marketing agreement programs and, simultaneously, President of the 
ederal Surplus Commodities Corporation. 

% Jt should be noted that McCamy and Wolcott also had newspaper experi- 


nce. It is interesting and perhaps significant that many holding administrative: 
ysts in the Department have had newspaper experience. Roy F. Hendrickson, 


irector of Personnel, and Milton Eisenhower are other outstanding examples. 
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in all business. Pertinent telephone conversations of each, for « 
ample, are summarized in typed notes by the office secretaries a 
circulated to the others. Each Assistant tries to keep the others z 
vised of important items that come to his attention and to con 
on action when there is time. The close physical proximity of t 
desks of the Assistants enhances this collegial arrangement.** 
Despite the efforts toward complete collegiality, there has de 
oped some specialization,°* if not differentiation, in the duties of t 
Assistants. The personality and interests of each Assistant have ma 
for some specialization of duties, which has been furthered by t 
continued increase in business and work pressure.*® Milo Perkii 
for example, because of his highly successful experience in a busina 
that involved large speculative transactions, was assigned to pr 
lems connected with the A.A.A. After his transfer to the F.S.A., Eva 
was brought in to give attention to the A.A.A. Appleby has assum 
the responsibility for the complex and difficult problems of admin: 
trative organization, he has worked with congressional matters an 
with other departments and agencies, and he has been closest to tk 
Secretary on personal and political affairs. LeCron, because of | 
interests, takes particular charge of matters affecting forestry ar 
conservation; he is responsible for the arrangement of speaking e: 
gagements for the Secretary and for public statements issued by tl 
Secretary; he also concerns himself with disciplinary problems i 
the Department. .| 
Although there is some specialization of duties, it should be mac 
clear that such particularization does not indicate a delimitation ¢ 
the Assistants’ services. The Assistants are, in a sense, extensions ¢ 
the Secretary’s personality, and the scope of their activities is c 


4 

Indeed, it may be that such mutual interest and action would be impossibl 
were the Assistants not so close together. The usefulness of other general-stai 
people is restricted because of the physical separateness of their offices, and th 
apparent need for more aid close to the Secretary remains unsatisfied partly bé 
cause of limited space close to the Secretary. Although not in the same offic) 
other members of the general staff are located nearby; the Undersecretary, th 
Assistant Secretary, the Land Use Coordinator, and most of the special aides am 
on the second or third floors of the Administration Building, where the Secretary’ 
office is located. The Directors of Finance, Personnel, Information, and Plar 
and Operations also have offices in the Administration Building. ; 


*It should be noted that two aides have recently been added with relativel 
special duties, but reporting to Appleby rather than to the Secretary and locate 
because of limited space, outside the main offices. : 


ee The mutual participation in all work is particularly jeopardized by the swe 
of business during sessions of Congress, Haldane’s remark that departments al 
underofficered at the staff level is pertinent. : 


. 7 
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rminous with that of the Secretary himself. ‘They address them- 
ves, therefore, to the function of the Department with emphasis 
generalization rather than specialization in the handling of 
yriad details. 

Of all the members of the general staff, the Assistants are closest 
the Secretary and exercise the broadest duties. Perhaps it would 
better to say that the Assistants constitute the Secretary’s general 
ff, or the Secretariat, while they, plus the other members, comprise 
e departmental general staff. They would have to be considered, 
wever, as more than a part; they are, collectively, chief of staff. 
us they perform a dual role. Even further refinements would 
veal Paul Appleby at the apex of the inner group and, hence, of 
e whole. Serving this dual staff role, Mr. Appleby individually 
r the four Assistants collectively) is not less than, but, we believe, 
fferent from, the general manager of the Department.*° There is 
; universal characteristic of general managers, but the very use of 
e term evidences that their position is one of authority. The 
cretariat is a concomitant of the chief executive of the Department, 
ith no direct authority of its own. 

In addition to the matters which flow to the Secretary from within 
e Department, the Assistants address themselves to all external 
lations: Congress, the President, other national agencies, interest 
oups, the party, and the general public. Daily mail alone is volumi- 
us and demands careful attention, not only to satisfy the writer 
t because it may contain valuable suggestions or criticisms of policy 
administration that warrant exploration. The answer to a single 
ter may require the participation of a number of different agen- 
s; the Secretariat must follow through to see that the answer is 
epared expeditiously and according to departmental policy if 
me such question is involved. Visitors must be given consideration 
d, whenever desirable, diverted from the Secretary.** 

Obviously, four Assistants cannot perform all the tasks that war- 
nt their attention. Many decisions must be made by them alone 


“Mr. W. A. Jump, Director of Finance, comes closest to serving the role of 

neral manager by virtue of his position and personal competence. Roy F. 
ndrickson, Director of Personnel, and Milton Eisenhower, Director of Infor- 
tion, Land Use Coordinator, and Chairman of the Program Planning Board, 
ght be added to form a collective managership. See Arthur Macmahon and 
hn Millett, Federal Administrators (1939), pp. 31-34, for a discussion of the 
ee Assistants as constituting a collective managership; also passim, for im- 
rtant material on general-staff and auxiliary services. 


“ Appointments consume four or five hours of the Secretary’s day in Wash- 
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Bhp. sion won 


in the name of the Secretary and frequently at the risk (a 
reduced only by their personal competence and integrity) « 
inadequate information or study. The two aides under Mr. Applet 
absorb some of the details but there remains much that must t 
assigned to others. An additional responsibility of this gro 
therefore, is to apportion matters to other members of the gener 
staff according to their respective positions and personal equipmen: 

Another group of people who serve with the general staff are t 
special advisory aides: the Special Assistant; the Economic Advis 
to the Secretary; the Scientific Aide to the Secretary; and the Speci 
Adviser to the Secretary.*? The Special Assistant has been in charg 
of the political appointments in the Department, a position 
great importance with new agencies, such as the A.A.A. and F.S.A! 
exempt from civil service. The job has been one of satisfying th 
congressional demands for patronage and simultaneously the Dé 
partment’s requirements of competence. Relieving the Secretar 
of this important task constitutes a genuine and important stad 
service.*? The Economic Adviser and the Scientific Aide ++ haw 
served in their respective fields, though the Scientific Aide has bees 
assigned also to nonscientific problems. The Special Adviser, : 
Stockberger, former Director of Personnel and pioneer in that work 
has become a consultant on personnel problems. These by no meat 
comprise a collegial group, nor is there uniformity in the extem 
or continuity of their staff activities, which in fact depend largel! 
upon the number of problems arising to which each is especial! 


posts created and filled by the Secretary as the need and availa 
of particular individuals arise. . 


N- 


We turn now to people who are not full-time staff members ai 


“ Others who act as special advisers will be discussed with other groups. 

“The handling of patronage has been guided by the following principle: 4 
positions of administrative responsibility and of a professional or technical natu: 
are filled by the bureau chiefs; other positions are filled from various lists—posi® 
tions in Washington or of general national significance, from lists supplied bi 
senators or members of the Democratic National Committee; positions of state: 
wide importance, from lists supplied by a senator or the Chairman of the Stat 
Democratic Committee; and local positions, from lists supplied by the congress 
man from the district. It is significant that political nominees are given exam! 
nations by the recruiting agencies before appointments are made. 7 

“For a discussion of advisory aides, see Macmahon and Millett, of. cit. —__ 


* Members of this group appear frequently on special committees. 
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vho do not hold positions definable as exclusively staff in nature 
but who perform, nevertheless, important staff functions. Directors 
of the Offices of Budget and Finance, Research, Extension, Per- 
onnel, Information, and the Solicitor are heads not only of auxiliary 
ervices but, as individuals, advisers and aides to the Secretary.*é 
This is true by virtue of the positions they hold—positions with 
mportant controls over departmental activities—as well as personal 
ualities. 47 It may be said that their positions are so important to 
management, organization, and even policy of the Department 
hat unless they had the personal qualities appropriate to staff 
lervice under the Secretary the proper performance of the Sec- 
etary’s job would demand changes in personnel. At the same 
ime, a large measure of their value to the Secretary rests upon their 
xperience in, and knowledge of, the Department. Thus the quali- 
ies of integrity and wisdom are of utmost importance in those who 
nold these vital posts. In a sense they serve a dual role, but they 
ould not properly serve either exclusively. 

__ The Directors of Marketing and Regulatory Work and of Foreign 
gricultural Relations, as well as the Land Use Coordinator, are 
members also of the general staff. All are relatively new posts in 
he Department and perhaps have not reached a stability charac- 
eristic of other offices, but by intent and performance they should 
e included in the general staff of today. The Land Use Coordinator, 
riginally designated as Coordinator of Land Use Planning, was 
aamed by the Secretary on July 12, 1937,4* to approach consciously 
he problems of integrating the application of programs directly 
ffecting land utilization. The Office of Land Use Coordination, 
o the extent that it reviews, initiates, and establishes standards 
or all survey work relating to land use, performs an auxiliary 
lervice, but primarily its duties are general staff.*° ‘The Office of 
Marketing and Regulatory Work was created in the reorganization 
of the Department in October, 1938, reflecting in part a long-felt 


J 


Selected individuals, other than the Directors, may be given special assign- 
nents under the Secretary, such as the organization of the Yearbook, work on 
he Secretary’s Annual Report, or memoranda on problems of administration. 
“The Director of Research actually holds two posts: he is also Chief of the 
)fice of Experiment Stations. 

48 Milton Eisenhower, who has held this position continuously, was, and still 
s, Director of Information. For a discussion of the origin of the post see U. S. 
“ongress. House. Subcommittee of House Committee on Appropriations, on the 
Agricultural Department Appropriation Bill for 1939, pp. 3-5, 87. 

‘The functions of the Office of Land Use Coordination were redefined in 
secretary's Memorandum No. 814. 
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need for central direction of the regulatory activities of t 
Department.” Its creation reflected also an acknowledgment of t 
need for integrating and coordinating the Department’s marketi. 
and distribution programs. The Director of Marketing and Regu 
tory Work is responsible for coordinating the activities of the Fe 
eral Surplus Commodities Corporation, the Commodity Exchai 
Administration, the Sugar Administration, the Marketing at 
Marketing Agreements Division of the A.A.A., and the Agricultux 
Marketing Service. The status of the Office of Marketing a 
Regulatory Work is somewhat anomalous; it is not entirely gener 
staff nor entirely line. Dr. A. G. Black,®t Director, serves the Ss 
retary intimately on various matters which may or may not 
related to the defined duties of his Office. At the same time, t 
Office has a measure of authority over designated agencies, thoug 
the precise nature of that authority has not clearly been determine 
The fact that there is need for substantial staff work in the clust: 
of marketing and distribution activities is clear, but whether tk 
Office will serve that or some other purpose remains for the futur 
it may develop increasingly important staff functions, it may be 0 ra 
an auxiliary service applying standards of procedure, or, indees 
it may acquire specific line authority.°* The Office of Foreig 
Agricultural Relations is exclusively general staff. The Office w 
established on July 1, 1939, simultaneously with the an 
the Foreign Agricultural Service to the Department of State 
suant to the President’s Reorganization Plan No. 2. The Office 
Foreign Agricultural Relations is the foreign office for Agriculture, 

Another group of part-time members of the general staff is draw 
from the operating agencies. They, too, serve a dual role. In the 
regular posts they have line authority and responsibility; as generé 
staff consultants they have no official position. The extent of the 
participation in general-staff matters varies in different cases; som 
may be called upon regularly for general consultation, others mé 
serve only in special cases and on particular problems. The poitt 
is that the Secretary can draw upon outstanding people throughov 
the Department for assistance and counsel and has the legal ai 
thority to detail persons to his office as the need arises.*? Louis F 


twenties, but the office was later abolished at the suggestion of the Director. 


It will be recalled that a Director of Regulatory Work was appointed i ‘th 
In December, 1939, he was appointed Acting Governor of the F.C.A. A 
move to tie this unit to the Department for policy. 1 


* This office is already undergoing reorganization. 
34 Stat. L. 1280. 


adnan 
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ean, for example, Economic Adviser to the A.A.A. and later 
tached to the B.A.E., has been as close to the general staff on 
onomic matters as the Economic Adviser to the Secretary.** Bureau 
iefs and other line officials with particular knowledge and ability, 
ho are generalists in addition to being specialists and who have per- 
mal relations with the Secretary, are drafted to act as general-staff 
des. Frederick V. Waugh of the B.A.E., for example, was drawn into 
e general staff for a period of three months in order to work on 
e details of the Stamp Plan for the distribution of surplus com- 
odities. Baldwin, Perkins, and Evans, now line officials but formerly 
embers of the Secretariat, continue on occasion to serve the 
neral staff in addition to their line duties.°* And some friends 
itside the Department are called by the Secretary at times for 
vice and aid comparable to that given by the general staff. 

‘In addition to the rather informal participation of selected 
dividuals in staff matters, there is the widely used special technique 
f departmental committees. These committees—some temporary, 
me permanent—are formally constituted supplementary general- 
aff implements. Ranging in scope of function from advising on 
lant nomenclature to studying, appraising, and recommending on 
icultural labor, rural housing, the Graduate School, and depart- 
xental coordination, committees serve to collect information con- 
rning special or general problems.%* Committees are relatively 
exible; they may be created or terminated, and memberships may 
increased or changed, at the will of the Secretary. They permit 
e use of a great number of personnel who, reporting through 
eir respective chairmen, usually in written form, bring wide 
perience and extensive study into relatively brief compass for 
e attention of the Secretary and his immediate assistants. Without 
e responsibility of direct supervision the general staff is thereby 
eatly augmented. At the same time, however, there is always 
he danger that committee work will cost more in time and dis- 
action from regular activities than the benefits will justify. 


* They are in the same office. 

5 C. Auchter, Chief of the Bureau of Plant Industry, a scientist and a spe- 
jalist but also a generalist, who in his paper, “The Interrelation of Soils and 
Jant, Animal and Human Nutrition,” Science, May 12, 1939, pp. 421-27, indi- 
ated the broader forces which transcend a number of sciences and interrelated 
bject matters is another example. 

Departmental committees serving general-staff functions should be distin- 
uished from the great number of inter-bureau committees concerned with joint 


perating projects. 
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VI. 


Two important components of the general staff remain to |} 
considered: the Bureau of Agricultural Economics and the Agny 
cultural Program Board. The latter was created, the former r 
constituted, in the departmental reorganization of October, 193 
The B.A.E., stripped of the operating functions assigned t 
over a period of years, is now the central planning agency of th 
Department “subject to the general supervision and direction « 
the Secretary of Agriculture.” ** B.A.E. planning is Department-wid 
and national, calculated to guide the integration of all relate 
activities, as contrasted with special operations planning, whid 
remains with the line agency.®* To facilitate and to democratize i 
planning efforts, an interesting and significant structure of stat: 
county, and local agricultural planning units is being organize 
with memberships embracing national, state, and local officiaé 
as well as farmers. Thus the B.A.E. is at the convergence of vertical 
lines running to the land, but lines that are cross-sected at differer 
areal levels—regional, state, county, local—by horizontal lines ¢ 
coordination. It has been noted in a former section that this whol 
structure reflects the efforts to consolidate relations between — 
Department and the land-grant institutions. 

The plans and programs developed by the B.A.E. are subj 
to review and appraisal by the Agricultural Program Board.*® 


Lae 
its membership including the chief of the B.A.E., directors of sever 
auxiliary services, and chiefs of selected bureaus, the Board examine 
all plans “especially in the light of administrative feasibility ar 
practicability” before they are presented to the Secretary for ] 
approval. ‘Through this procedure representatives of differen 
bureaus have a voice in plans or programs that affect them direct 
or indirectly, and differences may be harmonized before action i! 
initiated. This is a convenient device but one which has in it th 
inherent danger of rendering programs innocuous or confuse¢ 
through compromises. The Board may serve another function 


See Secretary's Memorandum No. 782. See also the hearings on the Agr 
cultural Appropriation Bill for 1940, pp. 860-79. | 


** The demarcation between general and operations planning, when not clear 
defined, leaves a zone in which the Bureau of Agricultural Economics and th 
operating agency may overlap or compete. ; 


* See Secretary's Memorandum No. 786. 


_ ’ The Agricultural Program Board has assumed some of the functions pre 
viously exercised by the Coordination Committee and some of the functions 


the Liaison Committee of the Office of Land Use Coordination. 


a 
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lready there have been assignments to it by the Secretary of 
ficult internal matters to which the Secretary cannot give the 
me and attention requested and about which a decision is impos- 
ble without driving a wedge between different agencies or arousing 
€ suspicion or antagonism of certain groups. The zealous head 
an activity may propose alterations of policy or organization 
hich have the potential support of outside interest groups but 
hich also involve drastic deviations from accepted policy and 
fts of emphasis on the part of one or more operating agencies. 
‘he Secretary, wishing to avoid, or at least postpone, a decision 
id unable to give his time to the flow of arguments and petitions, 
ay turn the whole matter over to the Program Board. Thus the 
joard may become a buffer between the Secretary and the line in 
becial cases. This is a legitimate function so long as the Secretary 
mself determines the instances in which the Board will be so 
sed; the Board should not act as a buffer on its own initiative. 
It is clear that the structure of the general staff is elaborate 
ind extensive. The Undersecretary, Assistant Secretary, Secretariat, 
ixiliary and line members, special advisers, committees, boards, 
id a whole bureau add up to great proportions. And still others 
aay be included. Undersecretary Wilson, for example, had a number 
E satellites throughout the Department who worked and consulted 
ith him on various matters and who, through the Undersecretary, 
ade valuable contributions to the top. Furthermore, people in the 
epartment who are most severe in appraising its administration 
ave said that there is need for even more extensive work of a 
eneral-staff nature. 


VII. 


_ The development of the departmental general staff on such 
roportions is the logical and necessary result of the scope, multi- 
licity, and interrelationships of the responsibilities placed within 
e Department during its life and the complex national and world 
ystem within which it must operate. We have noted that the first 
sal efforts toward a departmental general staff were made under 
ecretary Houston, an economist, who saw the impact of economics 
pon agriculture and recognized the need for studying these forces 
the light of agricultural policy and programs. The new programs 
the New Deal and the increased awareness, because of previous 
esearch, of interrelationships between programs within and outside 
he Department and more dramatic evidence of technological and 


f 


4 
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, 


financial pressures have brought increased attention to the ne 
for an extended development of a general staff. Specialization a 
division of labor have increased as new programs have been und( 
taken; only thus could the job be done at all. Yet the more definiti 
the division of labor, the more important the need for cent: 
controls that will insure efficiency and integration. But the greag 
the need for integration, the greater the difficulty of effecting ; 
particularly in an organization as complex and intimately concern 
with the fabric of our national life as the Department of Agric« 
ture.*t The general staff, then, must reflect the complexity of t 
function of the Department and, though its structure may alt! 
its task will remain as important as, and its size will have to 
commensurate with, the job to be done. { 
One may ask whether a general staff as elaborate as that in t 
Department is, or can be, efficient. Ultimately the findings, recog 
mendations, and plans of general-staff units must clear through t' 
Secretariat to the Secretary for action or determination. Is it possili 
for the Secretary, with his immediate assistants, to give attentic 
to these multiple staff officials without becoming involved in pre 
lems of general-staff integration—an involvement that would ¢ 


the general staff is fully aware of the impact upon it of the problem 
decisions, and general stream of work that rise in the complex 
of departmental activities and flow toward the center. If the impa 
at the center is so great that effective direction is impaired, anal 
must then be directed to the roots of the Department’s complexit 


We have noted earlier that the size of the general staff is limite 
to the span of attention at the center; at the same time the je 
and size of the staff reflect the complexity of the Department. Relil 
at the center, therefore, may be possible only by the separation frok 
the Department of activities which add confusion but which are nt 
so integrally related to primary functions that they canno 

successfully administered elsewhere. Similarly, the general sta 
should test suggestions for additional activities by its own capacil 
to assume the necessarily increased responsibilities. Perhaps 


“It is not size alone, nor the division of labor, which presents the ultima 
difficulties. Important as both are in contributing to the problem, it is the relati 
complexity of the task of relating various programs into a common front tt 
adds most to the difficulty. The Post Office Department is one of the large: 
terms of personnel and its efficiency is characterized by a division of labor, yet 
remains, because of singleness of purpose, relatively simple in administration. 
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swer to the question, “What is the optimum size of an organiza- 
me” can be answered in terms of the pressure of particular 
ganizations on their general staffs. 

Simplification and reduction in size are not the only possibilities 
‘relieving pressure at the center. Indeed, the difficulties involved 
effecting reallocations of governmental programs make these 
aedies unreliable. Perhaps the greatest opportunity for imple- 
snting the work of the departmental general staff lies in the 
engthening of staff services among the agencies with which the 
partmental staff is concerned, including operating agencies within 
e Department, other departments, the President’s office, and 
bngress. Competent staff work at these points facilitates relation- 
ps, encourages effective coordiation, and reduces the burden on 
e departmental staff. Staff work is already being done in many 
encies, but with wide variations in the fulfillment of the total 
b. Inadequate staff work of any agency places an increased burden 
| the staffs of all agencies whose functions are related. To the 
tent that staff work can be improved among related units, the 
ectiveness of the departmental staff may be increased. 
Fundamentally the effectiveness of the departmental staff depends 
bon the applicability of its efforts to the operating agencies, an 
ectiveness that is enhanced by the capacity of the bureaus to 
»press careful and intelligent consideration upon the preparation 
‘programs, priorities, administrative orders, and plans of operation 
\d organization in the light of the cluster of activities of which 
e particular operating unit is a part and in the light of the facilities 
yeady available. Failure on the part of a line agency to integrate its 
tivities with those of other bureaus, particularly in related fields, 
aces the burden of integration upon the departmental staff. This 
not merely a shift of work from one agency to another; the job 
scomes infinitely more complex at the departmental level. A bureau 
Aff is effective before decisions are consummated: the departmental 
aff frequently learns of important line plans only after they have 
sen formulated. It is usually too late then to do more than effect 
mpromises. Where a line bureau initiates direct negotiations with 
rencies outside the Department, such as Congress or the General 
counting Office, and neglects to clear through the departmental 
neral staff, the only safeguard against serious deviations from 
spartmental policy, in lieu of very strict departmental controls, is | 
e quality of responsible bureau personnel. The operating agency 
ould meet its responsibility for careful staff work if it is to meet 
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its responsibility to the Department, to Congress, and to the publi} 
It is significant that three important operating officials—E\ 
Perkins, and Baldwin—were former members of the Secretaria 
In their new positions they continue to serve the general staff 1 
only as part-time consultants but, more important, by relieving tlt 
staff of the need for close supervision of their respective agencit 
and by injecting into their organizations the spirit and purpose : 
departmental objectives. 
Interrelations with other departments require general-staff cop 
petence. Operating agencies of two departments are frequently i 
agreement about coordinate participation in a particular probles 
area. When the effectuation of such coordination requires a speci 
interdepartmental agreement, the matter may be held up for montlt 
by one or both Secretaries. Effective general-staff work should ne 
only avoid such delays but should implement positively the inti 
gration of related efforts. The activities of the Department cluste! 
about such subjects as land use, marketing, distribution, finance, n 
rural life. But not one of these is exclusively the concern of th 
Department; nor can a complete job be done in any of these fiele 
unless the facilities of other departments are integrated. The depari 
mental staff must address itself to the interrelationships in eac 
nucleus of activities, but its success is dependent upon comparabk 
efforts in other departments and independent agencies. 
Final executive responsibility for departmental operations is i 
the President. One important responsibility of a Secretary is 
report to the President on the programs under his jurisdictior 
and the departmental staff must seek constantly to relate the pre 
grams and policies of the Department to the programs and polic 
of the national executive. Cabinet meetings afford opportuniti 
to discuss interdepartmental relationships of different progra ns 
but these efforts should be facilitated by adequate general-stai 
facilities under the President. The National Resources Plannin} 
Board is an important step toward the improvement of cent 
direction by the Chief Executive, and the authorized six assistant 
to the President should materially strengthen such direction. In 
creased competence and effectiveness at this point will provide fo 
the departments that facilitation which the departmental staff offer 
the bureaus. 4 
Much of the responsibility for departmental policy and o1 pani 
zation rests with Congress. This responsibility and the importanc 
of staff facilities to meet it are discussed under auxiliary services. _ 
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We have seen that the duties of the departmental general staff, 
| the light of the functions of the Department, have placed upon 
an almost insuperable task. At the same time, we have emphasized 
at its work is, or should be, supplemented by the general staffs 
‘operating agencies within the Department, of other departments, 
ad of the President. An extension of competent staff work in all 
vels would materially reduce the pressure on the departmental 


TOTALITARIAN WAR 
WHAT IT MEANS TO DICTATORSHIP 
AND DEMOCRACY ; 
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* 
BY CARL JOACHIM FRIEDRICH 


Can we be sure that totalitarian warfare is really so antitheti: 
to democracy? History would suggest that totalitarian war is in f. 
an outgrowth of and a logical complement to democracy. The Frer 
and American revolutions mark the beginning of a change aw 
from the limited wars which monarchical governments had wag! 
up to that time. Mass risings brought out the people in arms § 
defend the revolutions against reactionary intervention. Europe 
history-writing has given almost exclusive attention to the Fren 
levée en masse which defeated the united monarchies, because the 
masses became the basis for Napoleon’s imperial armies. But in fai 
Washington’s continental army was a nation in arms, too, and t 
defeat of the British professionals, so surprising to military ex per 
really pointed the way toward the potentialities of democratic w. 
fare. From then on wars became more and more comprehensive.’ 
steady progression since that time has culminated in the idea of t 
total mobilization. A war fought on that basis demands the parti 
pation of every man, woman and child. Whether fighting, worki! 
or contributing capital, everyone has to bring forward every bit t 
reserve to help the nation toward victory. That this is a typicaa 
democratic extension of military obligations to correspond to poli 
cal rights nothing shows more clearly than the legislation in the tw 
most markedly democratic countries of great power status: Fram 
and the United States. What is even more strikingly characterist 
is the fact that legislation embodying the idea of a total mobilizati¢ 
has been fostered by radical democrats, even pacifists; the French b 
was put through by Paul-Boncour, a Socialist and an ardent partis 
of the League of Nations. The underlying idea of this legislatio 
everyone should be obliged to make sacrifices to the limit of I 
ability; war profiteering must be made impossible. The Americ: 
legislation is similarly conceived. 


* Professor of Government, Harvard University. 
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‘What connection is there between forms of government and 
ms of warfare? This general question lies back of the more 
Cific issue of the meaning of the present war for dictatorship and 
nocracy. Obviously, the relative balance between the strength 
offensive and defensive weapons is of the greatest consequence 
. The Roman legions in their relation to Roman republican- 
and imperialism, the feudal armoured knight in his castle, the 
arms and the development of infantry armies, these and many 
er military developments have had a profound influence upon 
development of political institutions. 

Superiority of defensive weapons heightens the chance of local 
istance, and thus entails a dispersal of political authority. Had 
ensive weapons been superior at the time of the American Civil 
ar, the South might have won. As it was, centralism triumphed. 
erior aggressive weapons, conversely, offer the opportunity for 
atinuous attack by growing political units. Thus they help the 
ablishment of empires through concentration and centralization 
political authority. This has been true since the dawn of civiliza- 
n, when tribes of horsemen, terrifying in their swiftness, first 
sceeded in building large dominions. But while these horsemen, 
d later similar conquerors down to the bombarding battleships 
d airplanes of modern imperialism, fell upon alien and less well- 
1ipped peoples, the curious and striking aspect of modern mili- 
y development has been a continuous parallel advance of com- 
ing armies; all of these units have been constantly ready to adopt 
y new device introduced by one of its number. The nearly equal 
el of industrialization throughout Central and Western Europe 
d America provided the necessary equipment for this fierce com- 
tition; the spying upon one’s neighbors and friends in search of 
w discoveries of military values has become one of the fine points 
the technique of modern government. The lessons we can draw 
m the World War, as far as the relative strength of aggressive 
d defensive weapons are concerned, are not absolutely unequivo- 
|. But on the whole, Liddell Hart’s contention would seem well 
ported: that (as long as the industrial system and morale held 
t) defensive weapons proved superior, in spite of the fact that 
th sides sought to gain aggressive advantages through the exploi- 
ion of new instruments of attack, like long-range artillery, poison 
s, the tank and the submarine. As soon as each of these instru- . 
mts made its appearance, however, corresponding methods of 
fense sprang into existence almost instantly, and thwarted the 
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aggressive potential of the new instrument. : 
The implications of the balance of aggressive and defensis 
weapons do not by any means exhaust the problem of the relati: 
of military techniques to methods of government. The whole 1 
ter is unfortunately relatively unexplored. But there is one furtk 
impact of military upon governmental methods which is sufficien: 
well-known to be mentioned here. It is a commonplace to pop 
out the relationship between England’s constitutional evolution a: 
the absence of a standing army. Conversely, the great military mc 
archies of Europe developed modern administrative techniques } 
an integral part of their building of the mass army of infantryme 
Now the close study of the last war suggests (as does the legis 
tion since that time) that the totalitarian methods of contempora 
warfare are the results and the concomitant of democracy, rat 
than of dictatorship. It corresponded to democratic impulses an 
was most effective in the hands of relatively democratic countri@y 
It worked poorest in Russia and the Hapsburg Empire. It is m 
without interest in this connection that some of the advocates 
greater democratization in Germany before 1914 based their ci 
upon the requirements of modern war. They agreed that the suppe 
of the German masses would be essential for a war of any duratia 
and that such support would not be forthcoming, unless the peor 
at large had come to identify themselves with their government. T 


the war proved their point. Here guerre totale was actually the } 
genitor of democracy. ; 

Dictatorship, then, in fostering the idea of totalitarian war, 
merely carrying on the democratic heritage. We know, of course, # 
dictatorship is the progeny of democracy, in spite of the apparet 
antithesis between them. Does it follow that totalitarian war is reall 
the most adapted to totalitarian dictatorship? I am afraid, we ai 
here, as so often, the slaves of words. The mere use of the word total 
tarian does certainly not prove the case. It seems that there ar 
great many considerations suggesting that totalitarian war is not 
corollary of totalitarian dictatorship. Strictly limited warfare is mua 
better suited to its needs. Such limited warfare is much better ada] 
to the peculiar strength and weakness of dictatorial rule. If thi 
true, a totalitarian war may actually prove the stumbling block 
dictatorship. Let us examine this a bit further. 

The central difficulty for a dictatorship in a totalitarian war i 
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joubt that of morale. Unlike a democracy, where a very large per- 
emtage of the citizenry can be persuaded to identify themselves with 
2e community, a dictatorship, whether proletarian or nationalistic, 
am count upon the ardent support of only a limited part of the 
ople. If it were otherwise, it would not have to be a dictatorship. 
fence such a regime will be well advised to limit its military engage- 
aents in such a fashion as to require as its primary fighting forces 
ttle more than the professional soldiers and those supporting the 
egime. As a Germany military writer put it rather forcefully, “How 
an you hope to fight a modern war with companies of soldiers whose 
latives have been tortured to death in concentration camps?” It is 
ais thought * which has led so many people to assume that the con- 
itutional powers, England and France, are bound to win, due to 
neir superior morale. It is too readily forgotten that this reasoning 
sound only if the war becomes totalitarian in the full sense of the 
ord, and demands full citizen participation. Charles Merriam and 
‘hers have rightly insisted that the only man who can fight effectively 
ia modern battle is a man possessed of a high degree of initiative 
d a determination to resist. Only when everyone feels solidarity 
lith the government and its aims and can readily identify himself 
ith it will it be safe to mobilize everyone. Also, in such a constitu- 
onal system, if need be, the government may be replaced by another 
ore representative one. This happened in England, France and 
ren Germany during the World War; it cannot happen in Germany 
day. | 

Interestingly enough, there has been a long-standing controversy 
nh this point between the Nazis and certain German army experts. 
ir. Fritz Sternberg quotes Karl Pintschovius, a German army officer, 
1 The Psy-Ability of Resistance in Modern Warfare. He insisted 
tat “under the combined effect of bombs, starvation and mistrust, 
ay morale must break down sooner or later.” But it is to be observed 
\at Pintschovius believes that “a struggle of mass armies will set in 
jain as we knew it in the Word War.” ? But why bar the possibility 
‘at Hitler will seek to limit the war to sporadic, localized outbursts 
order to avoid this situation? The Nazi party, with its conception 
itself as a selective elite, has remained hostile to the army’s plea 
jat all Germans should be given enough freedom to develop a sense 


1 There is of course the other thought of the civilian population, etc. 


2See Dr. Fritz Sternberg, Germany "Can't Win (1939), p. 188. Sternberg’s ) 
alysis, while highly instructive, suffers from the inclination to overstate the 
nilarity between Imperial and Nazi Germany. 
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of self-respect. All signs of opposition or discontent the Nazis prop 
to suppress by terror. That was undoubtedly what Hitler meg 
when he shouted at the British that he was no Bethmann-Hollv™ 
And Hiitler’s secret police chief has been even more emphatic on 
subject. The less totalitarian the war remains, the better | 
Himmler be to carry out his “war on the home front.” 

Once this aspect of the matter is fully realized, we must recogy 
in turn that in a limited war the issue of morale and of the soldi 
initiative is no longer one involving the mass of Germans. Thag 
too often forgotten and writers here and elsewhere have been ag 
gether too apt to argue as if a totalitarian war were inescapable. 1 
is avoided, and more limited engagements are fought by a prc 
sional soldiery, reinforced by the mass of ardent supporters of | 
regime, we may well find that a dictatorship is suited to such warf: 
The campaign in Poland as well as German naval activity on \— 
High Seas shows the Nazi military forces to possess a high degree 
initiative and courage. In fact, we must not forget that the dictag . 
ships encourage within the ranks of their own supporters preci’ 
the kind of “initiative” which is required for modern mach 
battles. 

The cards seem to be stacked this way: totalitarian war, far fri 
being the corollary and form of war for a totalitarian dictatorsh 
is capable of being waged only by a democracy. Though looked w 
by many as the ultimate grave of democracy, it is probably just : 
reverse: a victorious democracy will find itself reinforced by tovff 
tarian warfare, even pushed forward in the direction of furt’ 
democratization. Totalitarian warfare would, on the other hai 
very probably be the grave of a totalitarian dictatorship, if lost, < 
even if won, it might threaten the very foundation of the dicta 
who won it. 
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Pobre NEOPA GUIDE 


THE NESPA GUIDE is designed primarily as a working tool 
Ha time-saver. It is for the use of individuals who are finding it in- 
fasingly difficult to follow the mass of materials issuing from 
ernment and private research agencies. Attention is directed to 
Mificant planning and research activities which might otherwise 
ape the attention of busy specialists. Subject matter is selected 
ithe NrspA staff with the advice of over thirty specialists in key 
earch positions. 
The section on GOVERNMENT Reports digests and reviews cur- 
t studies and reports of public agencies. The section on OTHER 
OKs AND Reports treats books and studies of private organiza- 
Ins and those published commercially, which offer new concepts 
d evaluations of perplexing national problems. The section on 
PERS AND ADDRESSES includes testimony before government com- 
ittees, addresses by representatives of government and private 
bncies, and papers presented at meetings and conferences. ‘The 
ition on Notes is devoted to news regarding current activities in 
+ field of planning—surveys under way, methods and procedures 
groups who are working toward a more efficient economy, edu- 
ional efforts in the planning field, and conference and meeting 
tices or summaries of proceedings. 
_ The Association will obtain listed materials for subscribers to 
[E NESPA GUIDE without any service charge. An order list is 
losed with each issue. This system enables the reader, wishing a 
mber of different documents from a number of different agencies 
jobtain them by making one request and one payment to the 
sociation. 
The Association began publishing THE NESPA GUIDE with- 
‘t extra funds in the budget to cover its costs because there was a 
al demand for this service. Sufficient subscriptions have been re- 
ived so far to almost cover production and mailing costs. The staff 
irk, and costs of handling orders for materials is not yet on a self- 
pporting basis. THe Guie will require a large paid-subscription 
t. Members of the Association are urged to call the periodical to 
le attention of others, or to send names of persons and agencies 
o may be interested to the Nespa office. 
THE NESPA GUIDE is $1.50 a year to members of the Asso- 
ation; $2.00 to others. A free copy will be sent for examination by 
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“Planning for America at Peace’ . | 


San Francisco, California 


July 8-11, 1940 


Sponsored by: American Institute of Planners 
American Planning and Civic Association 
American Society of Planning Officials i 


National Economic and _ Social Planni 
Association 
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The program includes sessions on such topics as: Planning ; 
the Use of our Resources; Public Education for Planning; 
Migration and Resettlement of the People; National Indus- - 
trial Development, in the Pacific Northwest, the South, Ne 
England; A Program for the Use of Tax-Abandoned Land; 
The Nature of Planning in a Democracy; Zoning; Highways | 
and Transportation; County, City and Neighborhood Plan- 
ning; and Architectural and Roadside Control. 


and dates of each session, will be sent to members of th 


The program with full information on the speakers, topics, 
he 
Association as soon as it becomes available. 


MERICAN AGRICULTURAL PROBLEMS 
IN WAR AND PEACE 


The National Economic and Social Planning Association has 
| sponsoring for some months group studies concerned with 
and end-of-war problems. The following report presents the 
ults of one section of these continuing studies of America’s 
rational economic interests. In its program of study NESPA 
to apply the recognized planning technique of defining the 
blems and objectives, analyzing the pertinent facts, and con- 
ring the available means of attaining the specified objectives. 
met is recognized, that such efforts must be a continuous process, 
ing into account new sets of circumstances and new problems 
hey arise. 

Before we can arrive at a proper consideration of the means 
{safeguarding our interests, it is necessary to determine what 
se interests are. The process of determination must be through 
mination of the economic sectors of our national life in their 
tion to the rest of the world. If we thus define America’s 
‘nal interests, we better can depend on our knowing how to 
ly them, and to play a role which will contribute toward 
ring the sort of peace we need. 


1. Long-Term Trends 


iThe existence of an agricultural problem within the American 
omy is unquestioned. A study of conditions in American 
iculture during the period since the close of the last century 
honstrates clearly that, aside from the productive increase pro- 
tionate to population growth, and the effects of major political 
>conomic disruptions such as the World War and the depression, 
of short-term fluctuations, farm business has not kept pace with 
er branches of the country’s economy. In spite of temporary 
ations, total farm income has decreased in relation to the 
ional income. 

To examine thoroughly all the factors responsible for this 
ation, each of which would in itself supply the material for a 
dy, would be beyond the scope of the present report. Moreover, 
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while a comprehensive picture of American agricultural econ 
is essential for a proper evaluation of potentialities and pros» 
for the future, the nature of such an objective when relate} 
war and postwar policies tends inevitably to make the foreign t 
sector assume a larger importance than it otherwise might have ¢ 
In examining the principal factors which have accumulate 
confront agriculture with the present day problems of sO-C 
crop and labor surplus, therefore, particular prominence is g 
to changes in agricultural exports. 
1. WORLD WAR AND EXPANDED PRODUCTION. One of the m 
difficulties with which the American farmer has had to conf 
during the past 30 years has been the very large shifts in dem 
for American farm products. The first of these shifts was occasi¢ 
by the World War. European countries which had lived by imy 
ing a very large proportion of their food stuffs, in the days be 
the doctrine of self-sufficiency had become for many a nati 
obligation, suddenly became even more dependent on f 
supply as their home production was crippled or their ni 
increased. Unusual demands were made for American wh 
cotton, meat products, and tobacco, and this demand was co 
for a period after the Armistice. In the United States the 
of 13 important crops was expanded by about 31,000,0 
during the war years. Wheat and tobacco acreage in pz 
was almost doubled. The export of foodstuffs from the 
States during the war more than doubled pre-war quantit 
continued at this high rate through the 1921-22 season 
volume of exports was financed largely by loans made to fe 
countries by the United States Government. ; 
With the boom in demand, prices were inflated; land — 
and farm indebtedness rose sharply under the impetus of spec 
The post-war situation found the American farmer face 
declining demand, falling prices and land values, and at th 
time with a heavy and rigid debt burden. 


Unfortunately the success of the farmers in gearing product 


to increase from 290 million to 321 million by the end 
war, but in 1932 this acreage was still being maintained 
million, in the face of increased production in all the 
agricultural countries as well as in Europe. ; 
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BLE I—Crop AcreAGE IN LEADING AGRICULTURAL REGIONS 
(IN MILLIONS) 


Canada 

Europe Argentina 

U.S. (exc. Russia) Russia Australia 
oa SIL OIDs ERC 290 250 282 99 
SEE g nce, Paps «2 cis. eieis sv; ,s\0¢ 01 321 210 Sate 125 
IS ores sh foe 6. 1s 9100. 10h 9 ole a's 321 240 263 125 
SSS aan aoe 327 250 303 151 
2 dolor 5 SE Oat 320 247 337 140 


8: Economic Bases for the AAA, by Mordecai Ezekiel and Louis H. Bean, 
_ Department of Agriculture, 1933. 
‘Acreage in the United States increased slightly after the depres- 
but remained fairly stable through the 1930's. Stability in 
Mage, however, was not necessarily accompanied by stability in 
d. On the average throughout the whole country, and in some 
cts in particular, technological progress resulted in greater 
yds per acre. Nor did the influence of such progress end there. 
Hh the reduced demand for foodstuffs, further acreage was 
jhally released for commercial crops. 
With production maintained at this high level, the possibility 
the farmers being able to market their goods depended, on the 
& hand, on a continued high level of industrial activity at home, 
on the other, on a large export market. 
1 2. THE TECHNOLOGICAL REVOLUTION. The first great revolution 
agricultural methods occurred between 1830 and 1850. The 
ntion of the reaper, thresher, and other implements, for instance, 
aced the time necessary to harvest an acre of wheat approximately 
per cent between 1830 and 1840. Invention of new machines 
the improvement of the old was continuous during the rest 
pe century, including the gradual development of steam engines 
. the replacement of animal power. The growth of scientific 
wledge of farming alongside the development of internal com- 
wtion engines produced very rapid strides in production efficiency 
jhe first years of the present century, and the enormous agricul- 
“ul expansion that took place during the World War proved an 
ortant incentive to new technological improvements. 
‘The adjustment to peace following the World War would 
ie provided problems enough, but the rapid adoption of new 
anological improvements stimulated by the war demand _ pro- 
jed at an accelerated speed into the peace years and produced 
feping repercussions. One aspect of the advance in technology 


echanization. 
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The growth of mechanization has been particularly rapid s 
the World War, as is shown by the increase in tractors on fa 
from an insignificant number in 1915 to about 900,000 in | 
and about 1,600,000 in 1939. The effectiveness of such tracton 
labor displacement is partly the result of speeding up the rati 
doing the work because of more power and greater speed, , 
perhaps more important is the use of new machines especit 
adapted for tractors; the corn picker, for example. The us« 
tractors, together with automobiles and trucks, for haulage, J 
reduced the number of farm horses and mules from 25 million 
1920 to 15 million in 1939. Approximately 50 million acres 
crop and pasture land needed for horse feed in 1920 are now ax 
able for other purposes. 

Since the use of tractors greatly increases the area which 
farmer can operate, their introduction in the interest of econom 
operation has been, and still is, a major cause of displacemi 
among tenants and share-croppers. Commonly, the landlord 1 
purchases a tractor throws two 160 acre cotton farms operated 
tenants into one operating unit, and lets both tenants go. 
larger holdings the rate of displacement rises. The landlords ti 
either operate their own farms with their own labor or i 
the tenants with a reduced number of wage laborers. The “fat 
farms” which remain after mechanization generally are enlary 
in acreage and capital equipment, and are more commercialia 
On larger holdings, even the “family farm” structure frequel 
disappears completely, and is replaced by a single large-scale indi 
trialized operation using day laborers. 

Tractor farming, of course, is not the only cause of heav 
placements of tenants and laborers. In Oklahoma, as in ot) 
portions of the Great Plains and adjacent areas, drought, depressii 
and even land exhaustion are contributory causes. As causes! 
displacement, drought and depression may be temporary, howe 
tractor farming and land exhaustion are final. Displacement} 
agricultural labor is therefore a natural corollary to the reducti 
in labor requirement described above. Greater efficiency in 
production of farm products and more effective use of labor t 
to decrease the volume of employment in agriculture and to de 
opportunities for reemployment within agriculture of the 
displaced by mechanization. Total farm employment in 
United States has decreased continuously since 1935. The numh 
of hired workers dropped from 2,850,000 in 1930 to 2,346,0 


‘ 
| 
} 
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t. In 1938 the volume of production recovered but only 
49,000 hired workers were reported. 
his testimony before the LaFollette Committee investigating 
lpr conditions in California, Dr. Paul S. Taylor, of the University 
ppanifornia, said:+ “The patterns of American agriculture are 
; mning to sustain profound shocks. The results now visible 
jude serious modification of the traditional family farm, and 
ww unevenly in various sections a trend toward industrialized 
hs. The patterns now appearing vary in detail. In some, 
a operation by families survives, but the new farms are much 
shrged, more extensively mechanized, more highly capitalized 
commercialized. In other patterns the use of wage labor by 
cultural employers to operate a group of industrialized farms, 
hanized from planting to harvest, is the predominant character- 
. Still others, agricultural employers—often managers—operate 
Mustrialized farms highly mechanized in some processes, but in 
"ers dependent upon gangs of migratory seasonal workers. In 
of these changes there appears the driving power of machinery, 
‘ich now is transforming agricultural society at an accelerating 
. In all of them, farmers and laborers are facing displacement.” 
The influence of mechanization on agricultural production is 
# confined to the effects on labor. The introduction of mechanical 
ipment represents a greater capital investment for the farmer 
| the use of hired labor. The change in the nature of the 
rating costs is probably more important to the farm operator 
1 any differences in required investment. When the farmer 
the Wheat Belt changed from horse to tractor power and 
laced the harvesting crew and custom thresher with the combine, 
mreduced his harvesting costs for those years when he had good 
‘ps, and did away with the necessity of employing extra labor. 
ithe same time he increased the proportion of his expenses that 
Ist be met regardless of the price of wheat, and regardless of 
# acre yield. Estimates indicate that the savings in labor and 
the contracted work made possible by the use of the combine 
sufficient to offset the increased cost of operating the tractor 
| the combine when average yields are obtained. The significant 
ference to the wheat farmer is that the expense for operating 
‘replacing equipment is no longer a variable cost which varies 


z 
i 
{ 


) Hearings before a Subcommittee of the Committee on Education and 

or, United States Senate, Seventy-Sixth Congress, Second Session Pursuant to 
es. 266 (74th Congress). Part 47—California Agricultural Background, San 
cisco, Calif., December 6 and 13, 1939. 
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directly with his production and consequently with his ince 
The necessity for meeting these payments in years when inca 
are low has added to the agricultural distress in the drought a: 
Mechanization therefore increases the farmer’s dependences 
prevailing prices and on the income from the sales of his cf 
and livestock. It provides an incentive to expansion and gra 
economic risk. 7. 
Technological improvements in land usage, including met : 
zation, have produced an increased crop yield per acre whid 
quite spectacular for some commodities. Yields of cotton lint 
now 35 percent greater per acre than they were 10 years ago, 
yields of corn in the ten corn belt states during 1936-39 we re 
percent above the 1929-33 average. 3: 
3. EXPLOITATIVE PRACTICES. The problems connected with | 
duction have been aggravated by exploitative practices. Ins 
of maintaining stability of yield, American agriculture has, th 
exploitation, developed surpluses, and will, if exploitation cont 
experience ultimate dearth. Such practices constitute the o 
of a wise use of our capital resources. g 
Exploitative land use constitutes an increasing drain oF 
potential from which the farmer must draw his income 
prosperity. Soil waste not only eventually removes lan 
cultivation, but causes production to decrease and pro 
costs to rise long before the land becomes entirely unfit fi 
Soil management, therefore, is part of the whole probl 
agricultural economy. Indeed, it may well be regarded as 
the most fundamental problems, since on it depends the p: 
of secure farm homes, adequate and stable incomes for farm 
and a continuous and abundant supply of farm products 
of the people not only for today, but in the future. . 
To gain some idea of the extent of this problem, and the 
to which it has already undermined agricultural prosperity 
necessary to review the facts. The present cropland area of 
United States, according to the 1935 Census of Agriculture, i 
334,931 acres. Of this, about 253,000,000 acres—practically 61 pel 
—is either subject to continued erosion or is of such poor qu 
as not to return a satisfactory income to farmers. Over ha 
is badly in need of soil conservation practices to prevent furt’ 
erosion and ultimate complete loss. Under prevailing p 
and by adding land which is as yet uncultivated, it is est 
that the maximum amount of land that could be safely cul 


| AGRICULTURAL PROBLEMS Lio 


hid be about 211,800,000 acres, or rather less than half of the 
yisent cropland area. 
jApart from this ruinous decline in productive capacity, the 
al waste in material loss by erosion should be sufficient incen- 
» to the adoption of conservation measures. It has been estimated 
jt total losses by erosion in the United States amount to 3 billion 
is of soil annually, and that these 3 billion tons of soil contain 
i “equivalent of 90 million tons of phosphorus, potassium, 


‘3 


rogen, calcium, and magnesium. At current commercial prices 
} annual loss of these five plant nutrients represents $6,000,000,000, 
4 The maladjustment of land resources has been reviewed in a 
dy by the Land Planning Committee of the National Resources 
ard. In the following table the results of this study are given 
erms of the percentages of the total land resources falling into 


ferent grades of productivity. 


ABLE II.—PRELIMINARY INVENTORY OF LAND PRODUCTIVITY 
‘i CLASSES OF THE U. S. 


Grade Grade 2 Grade 3 Grade 4 Grade 5 
ma Acres Acres Acres Acres Acres 
i 101,037,573 210,923,728 345,871,800 362,559,173 881,735,414 


Heent 5.3 11.1 18.1 19.1 46.4 


Irrigated land classified according to its natural state before irrigation or 
Hinage. Artificially drained land classified according to its present state of 
inage (1935). 


' In this classification, land of grades 1, 2, 3, and 4 may be 
Warded. as capable of producing cultivated crops without irriga- 
n when cleared. Estimated at 1,021,000,000 acres, these four 
tides alone could provide the nation’s present farm acreage with 
wible land. Of this, however, the 363,000,000 acres comprising 
ide 4 is distinctly low in physical productivity, and undesirable 
+ arable farming except where favored by compensating eco- 
"mic advantages. In addition, about 881,000,000 acres—nearly 
Vif the total area of the United States—is in grade 5, consisting of 
d practically incapable of producing cultivated crops. More than 


thirds of this, about 600,000,000 acres, consists of the arid 


jnds of the Western states. 

On the whole, however, it is the land of grade 4, which, 
hough low in productivity, is physically capable of producing ~ 
ps, that has contributed the greater part of the problem of 
Heconomic arable farming. Its 336,000,000 acres undoubtedly 
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include the major part of the present crop land of low productiv 
It does not follow that all land of low physical productivit: 
undesirable for agricultural use. Economic factors such as 
marketing costs, a shortage of productive land required to ~ 
the demand, the production of special crops, or low produc 
costs, may all compensate for low physical productivity. 

The fact remains that much land of low productivity has 9 
economic advantage to offset this disadvantage, and this lana 
largely responsible for problems of uneconomic agricultv 
land-use. 

Aside from land which is definitely uneconomic for agricultu 
use, there are other areas which owe their low standards of f 
duction to poor and inadequate farm management. As a res) 
productive capacity declines, and it is precisely in these areas t! 
excess agricultural labor is found. i 

4. SURPLUS FARM POPULATION. ‘The phenomenon that has co 
to be regarded as surplus farm population is both a cause ane 
consequence of low farm income. qj 

In the first place, the higher birth rate in rural areas as compaz 
with that in urban areas is well known. The following figu 
show the relative reproduction rates per generation among wi 


and negro women according to community. . 
TABLE III. 
Community White Ne 
Urbans (total-U.9S8.)i.cs. iecen emma eee 0.86 
Ruralin(total’ UL S:) 0. css. % sone uae one mae este eit 1.54 


Number of children aged 0-4 per 1,000 women aged 20-44 as a ratio of 
corresponding life table value. The life tables were computed by the Met 
politan Life Insurance Company. 4 


Source: National Resources Committee, The Problems of a Changing Populatit 
Washington, 1938, p. 134. ; a 


The expanding population of working age represents, by ti 
very size of the increase, at present more than a million persd 
a year; a major obstacle to the solution of the unemployme 
problem. The distribution of the increase contributes to t! 
difficulty. Of the estimated 14.5 million increase in the worki: 
population during the next 20 years, only 3 million will con 
from families now in cities, and 11 million from families now 
villages and on farms. | 
A large percentage of the excess farm population which, int 
past has migrated to the towns to fill urban population deficient 
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qthe face of growing industrial activity, now finds itself dammed 
| in the rural areas and this condition has been aggravated by 
: ‘reversal of the migratory movement that took place during 
depression years. Even the industrial boom of 1936 was not 
tive in drawing more than a very small proportion of surplus 
cultural labor back to the towns, and the number of excess 
ile workers left in rural areas at the present time amounts to 
®proximately 1,500,000. These, together with their families, 
‘tke a total of 3,589,000 excess persons on farms in 1940. Of 
i} aggregate of totally unemployed and emergency workers living 
: farms in 1937, about 60 percent of the national total were 
ristered in the South (south of the Mason and Dixon line and 
{ Ohio River and including Texas and Oklahoma), about 32 
cent were in the North (Maine and New Jersey to Kansas and 
brth Dakota) and 8 percent were in the eleven Far Western 
tes. For partially unemployed, the figures in the same regions 
re 60 percent, 33 percent, and 7 percent. 


FABLE IV.—CuAnNcEs IN FARM PopuLATION IN THE U. S. 


a Net move Net change Net move Net change 
ar from farms in farm pop. Year from farms in farm pop. 
i (thousands) (thousands) (thousands) (thousands) 
0 336 149 1930 212 328 
DOE SOS EeIoE 564 —14 1931 20 474 
USO BRS GInenor 1,137 —619 1932 —266 722 
Ree 807 —313 1933 281 yfyf 
Pee 487 13 1934 351 31 
| 66 Seaeroeincee 702 —211 1935 386 8 
aS See 907 —449 1936 447 —80 
BET icieic oe oes os 457 18 1937 288 90 
, SOS oeeieas 422 32 1938 202 240 
GRE 477 —51 


Yurce: U. S. Department of Agriculture, Agricultural Statistics, 1939. 


1 This annual movement, and the factors on which it depends, 
rarly constitute a long-term trend in the determination of the 
Juses of agricultural unemployment. The proportion of the 
infully employed in the nation who were employed in farming 
clined at an almost constant rate from 1870 to 1930, but during 
lis period the increase in non-farm employment created employment 
itlets for those not needed in agriculture. After 1930, however, 
e drop in net migration to the towns, in combination with the 
crease in industrial opportunities, brought about the hard core 
agricultural unemployment which exists today. 
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Should the rate of net migration away from farms during f 
next two decades be half as great as during the pre-depress: 
decade of the 1920's, when the rate was unusually high (and Lt 
is considerably above the rate during the decade of the 19 
the increase in farm population of productive age would be? 
percent between 1940 and 1960. Since nearly 400,000 farm ma 
are reaching maturity each year, and only about 110,000 farm 
are dying each year, with possibly as many retiring or leaving 
other occupations, it appears that unless there is a very unus% 
increase in the rate of migration from farms, there will be 
increase of 200,000 productive males each year for a number 
years, over and above the present number on the farms. : 

The most rapid increases in farm population are in the poon 
areas—the Lake States, Utah, the Great Plains, Appalachian-O a 
Cotton South, and Southwest. Without outward migration t 
farm population of some of these areas would double in 30 yeag 

5. INDUSTRIAL DEPRESSION AND UNEMPLOYMENT. Reduced cc 
sumption due to declining industrial activity has an immedia 
effect on the purchase of foodstuffs. Changes in the pula 
power of consumers greatly influence prices of farm produa 
Since changes in farm prices are largely responsible for chan 
in farm income, there is a close relation between fluctuations in tl 
incomes of consumers and farm incomes. Farmers and_ persoK 
engaged in industry are thus affected similarly by the perioc 
ups and downs of industrial activity. If the income- receiw 
from the sale of farm products is compared with the inco 
received by industrial workers over a period of years it can_ 
seen that farm income declines more rapidly than the other, a 
fails to recover to the same level as industrial income in times 
relative prosperity. This can be attributed not only to the popul 
tion factor, but also to the drop in farm prices aggravated by th 


carryover of surplus commodities from times of industrial depressio! 


OF INDUSTRIAL Workers, 1924-1939 


Income Income c 
(all farm) National industrial 
Year products) income workei 
1924 SPORES ee cere Poy sec ee 95.0 91.4 
1925 KERy sateen See hala 101.0 97.5 
1926. nn arse ccahrt tee ieee eae 98.0 100.1 
1927 sn iadioia  Wirteioe tate ee tele are rere 99.0 101.5 


1928 or wscis,si0 tra te aeleteraie te pean 103.0 103.2 - 100.9 
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Income Income of 
(all farm) National industrial 
products) income workers 

aia io tsi wie <icietsle 2 « siee er 104.0 106.4 107.2 
BM cieiie teeters = wialsicvs ara isreuniele = 83.0 98.7 88.1 
ene eens 58.0 8352754, 67.3 
arene 42.5 65.4 46.5 
1 cae cece em 48.5 60.4 48.5 
ee eee 57.0 69.0 61.3 
re ciate cicisne oe oie “a s.stoe ai 63.0 74.0 69.4 
St SS GaG SI orange arSIntCrcOro iG 74.5 85.1 80.1 
6 Anco Bei S IE DE DIDO onrcnoE: 80.0 93.7 93.8 
DM gies vn coe osc seen ees eceeres 70.0 86.2 , hon 
139 AN Pai a ,cic els e's» 8 © a eieleieyee 67.0 88.8 79.0 


ree: Bureau of Agricultural Economics. 


_ The significant failure of the farm income level for 1939 even 
fb maintain the level of the previous year in the face of a rise in 
otal consumer income must be ascribed to the effects of the 
Puropean war during the last four months of the year. But the 
actors of maladjusted production increases through technological 
gmprovements, and of underconsumption in this country due to 
Jjow-level incomes continue to be the major danger. 
| Approximately 85 percent of the farmer’s income is derived 
Sirom the production of commodities used for food. In 1935, over 
9,400,000 families spent 13.7 billion dollars for food. Only 848 
Wnillion dollars of that amount, or 6 percent, came from 4,200,000 
of the lowest income families, who were about 14 percent of all 
“amilies. Only 20 percent came from another 8 million families, 
Swho were 27.5 of the total. In other words, nearly 42 percent of 
"American families provided only 26 percent of our food market. 

Farmers producing dairy and poultry products, and fruits and 
ivegetables, as well as meats, have been hit the hardest. ‘These are 
athe foods that low-paid consumers are least able to afford. A recent 
income-study by the Bureau of Labor Statistics and the Bureau of 
“Home Economics, in collaboration with the National Resources 

( Committee, indicates that in 1935-36, 14 percent of the families 
Jof the United States had an average income of only $312 for the 
fyear, 27.5 percent had an average income of $758, and 23 percent 

an average income of $1,224. Thus, 65 percent of the families 
had an income of less than $1,500 a year. 
| While this represents the total situation, major variations in 
Jincomé occur among regions and between farm and non-farm 

areas. Persons living in the South have a lower average per 
\capita income than those living in other regions, and the farm 
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population in all sections receives less than the non-farm gro 
even when allowances are made for rent and for food produ 
and consumed on the farm. 1 

The maintenance of agricultural production in the Uni 
States at the high levels to which it had attained under the influex 
of war conditions, therefore, presented the farmer, as has be 
stated above, with the alternative of selling his surplus crops | 
domestic consumers or in an expanding export market. So 
of the factors which made it impossible for him to rely on domes 
consumption have been described; let us now examine his experi 
in the export field. 

6. LOSS OF EXPORT MARKETS. Sharply rising prices during t 
World War, coupled with the extraordinary demand, caused t 
dollar value of American agricultural exports to reach a peak ; 
1918-19. In the immediate postwar years prices fell, but the volun 
of exports rose to reach a record level in 1926. Since then bo 
value and quantity of all important commodities have shown i 
almost steady decline which was intensified by the depression, - ap 
which failed to respond to subsequent improved economic co: 
ditions abroad. The only exceptions to this general rule haw 
been cotton, exports of which were relatively low during t 
war and early postwar years, but recovered later only to deci: 
after the depression, and fruits and tobacco, which, at least unt 
recently, have maintained relatively high levels. F 

! | 
TABLE VI—Unitep States Exports OF FARM PRODUCTS, 1919-198 
InpExX Numsers 1924-1929—100 


W heat including Total pol 4 


Year 44 Commodities Cotton flour products | 
Quantity Value Quantity Value Quantity Value Quantity 
1919e. 1134 203.2 81.3 159.3 119.9 209.3 153547, 
1920.... 106.5 142.9 64.5 69.2 199.4 323.2 132;7 
UZ eee 112:9 103.9 hal 68.7 152.6 144.3 132.2 
1922... 94.0 97,5 60.3 76.0 121.4 105.7 156.5 
19230. |» 89.0 100.9 67.7 104.2 86.3 67.3 168.6 
1924 see (107.2 124.1 96.8 122.3 140.8 154.8 122.1 
192Sseen 91.7 101.4 94.2 105.8 58.3 64.1 102.3 
1926.... 118.4 101.9 132.6 99.9 118.4 121.8 88.3 
1927 | 20.3 96.5 93.1 94.6 111.4 110.3 912 
1928.... 101.4 97.7 100.2 100.1 88.4 155 96.9 
192930. 7 S49 78.3 83.0 774 82.7 73.4 99.3 
PE, . eR 53.7, 82.4 48.9 71.0 45.3 69.0 
193 96.3 38.9 104.8 hey | 73.3 32.3 59.3 
1932 irene 7 D.c 30.7 101.7 37.4 22.2 9.6 59.8 
1933 coe 74.5 41.3 98.4 51.0 20.0 10.1 61.6 


193t em 48.7 34.4 61.1 38.4 11.6 7.2 30:98 
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W heat including Total pork 


44 Commodities Cotton flour products 
Quantity Value Quantity Value Quantity Value Quantity Value 
56.4 39.0 76.9 46.0 8.6 6.0 13.8 14.5 
51.1 Sie 69.5 44.1 11.7 9.3 14.7 14.5 


ne 70.4 46.0 71.7 35.9 57.9 43.8 23.5 19.6 
Mie... 55.9 33.6 44.4 20.5 62.5 29.4 30.5 21.2 


‘erce: Bureau of Agricultural Economics. 


} An examination of world conditions during the period covered 
Wthe above table shows that the drastic decline in United States 
fiports of agricultural products was more a United States phenome- 
t _than a world one. The percentage change in world trade by 
fpoume between 1929 and 1937 shows a decline of only 6.5 percent 
a foodstuffs and an actual rise of 8 percent in raw and partly 
Winufactured materials. That is to say, foreign buyers did not 
ease their general demand for commodities so much as they 
wereased their buying of American products. Although there 
Ws undoubtedly been a shrinkage in the total world market for 
Jricultural exports in the last twenty years it is not possible to 
ce the cause to a reduction in consumption. Net world con- 
Wmption has remained relatively stable, production within im- 
ett Hing countries, on the other hand, has increased. 


) asons for Decline in U. S. Exports 


Major shifts have evidently taken place in the traditional trade 
fannels for agricultural products to the detriment of American 
Ticultural exporters. What are the reasons for these shifts? 

) 1. INCREASED PRODUCTION IN OTHER PRODUCING AREAS. Even while 
Ynerican farm output was expanding to meet the inflationary 
om of the postwar period, crop areas in Canada, Argentina, 
Jd Australia increased 20 million acres by 1920 over the prewar 
ea. Transportation handicaps encountered during the war by 
Stant exporting areas rapidly diminished after the close of the 
he; ships became plentiful and rates fell. Thus these relatively 
yw countries, with their unexploited resources, became of increas- 
: importance as producers, and the world’s agricultural frontier 
Yoved from the United States to them. Of these new competitors, 
| azil represented, and still represents today, the foreign country 
‘th the greatest potentialities for competing with the United 
Yates. In 1926 cotton acreage in Brazil was about 2.4 percent 
} that in the United States; in 1932 about 5 percent; in 1934, 14.1 
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percent; and today it is probably about 24 percent. Moreowi 
many of these new producing areas form a part of the pollitit 
and economic systems of the principal importing countries. 

2. SELF-SUFFICIENCY AND INCREASED PRODUCTION IN IMPO) 
AREAS. One of the results of the combination of economic ag 
political world trends since the World War, trends accentuated 
the depression, has been the recourse by major importing country 
to state-inspired action aiming at greater self-sufficiency. In Germa 
this action has taken the form of a reduction in domestic consum 
tion combined with an intensive drive to develop substitutes at ho: 
and to control by force areas of production outside the frontid 
Italy has depended on domestic policies similar to those of Germai 
combined with colonial expansion. In Great Britain and Fran 
the two countries with the greatest potential resources in the fon 
of colonial and other imperial connections, and incidentally t 
largest customers for United States agricultural products, a simil 
movement has been in evidence to shift the sources of foodstit 
imports in particular from foreign countries to those within t! 
British and French Empires. 7 . 

Naturally since the potentialities of these two empires are 
no means equal, the success achieved has not been the same 
Britain and France. The simple fact is that the territori 


GREAT BRITAIN. The monopolization of colonial trade whi 
had been a feature of Britain’s early colonial policy gave w 
complete free trade following the industrial revolution, and no 
was heard of imperial preference until the Tariff Reform move 
at the end of the century. In 1919 the first preferences 
returned to empire goods, and fiscal policy tended in this direct 
throughout the twenties, reaching the culmination in the Ott 
Agreements of 1932. The general policy enunciated in the 
ments was that first support would be accorded the dor 
agriculture of the United Kingdom, but that the Dominions w 
be given an expanding share in the import requirements of th 
British market. ; 

That the policy which culminated at Ottawa by no me 
represented an isolated tendency in the postwar world is ob 
to any student of postwar tariff policies. In an era of increasin 
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pt ectionism enhanced by financial and economic difficulties, 
His barriers were hastily erected on every hand—some due to the 
f 


sire to protect the few resources left for the recuperation of 
ypnomically ruined states, while others were imposed with a 
jw to protecting and maintaining an established prosperity in 
® face of what appeared to be growing foreign competition. 
An analysis of the foreign trade statistics of the United Kingdom 
licates the definite influence that British imperial preference has 
i in increasing the share of imports furnished by the Empire, 
ile the total share from non-Empire sources has declined. Other 
mtors have contributed to the shift. Increasing agricultural 
sduction in the Dominions and colonies, the creditor position 
jthe United Kingdom as a result of capital investments in the 
Whpire, and, since 1931, the currency depreciation in the United 

ngdom and currency depreciation at various times in the 
minions, as well as export subsidies on a wide range of agricul- 
al products since 1931 in the Union of South Africa and in 
‘istralia, have all been such factors, but they would not have been 
effective without the aid of British imperial preferences. 


ABLE VII—PERCENTAGE DISTRIBUTION, BY VALUE, OF IMPORTS 
re INTO THE UNITED Kincpom, 1929, 1931, AND 1933-36 


1929 1931 1933 1934 1935 1936 


sountry Percent Percent Percent Percent Percent Percent 
ag ee ee 59 a3t) 7.0 7.1 4 
_ CLEVE, Seen Sree 4.1 5.1 7.0 6.7 6.9 7.2 
2 Ln he ee eee 44 3.6 Sal 5.4 5.0 6.1 
Glen th Saree goeee ahey/ 4.2 bal 5.1 4.9 5.1 
ferree State......... 3.9 4.5 2.8 2.4 2.6 2.4 
tish Malaya ......... 9 BS 6 1.3 1.1 8 
BMPS PICA cos 00550 6,0% 0:00 1.3 1.1 1S 1.2 1 bab) 1.6 
BPEMOEC reese oiclois = = 2» = 1.1 12 1.2 155 iy 1.2 
RPM ENGTCS eres <= 2110 4 55 9 a) 10 1.0 
Mtelelslesia... 0... 3 4 “tl 6 6 5 
ee 2.9 2.1 3.6 3.5 4.0 4.4 
TIME M PILE oo scscccees 26.9 27.1 35.5 35 36.3 39.2 
Mt OtAteS: .....--.--- 16.6 122 11.4 11.3 11.6 11.0 
SA eg le See aioe 7.2 6.3 6.5 6.7 6.0 BES 
Tare Se aS 5.0 5.8 5.6 4.8 4.5 a0 
a 6.0 7.8 4.6 4.4 4.1 3.9 
_ Had he Beemer 3.7 4.4 2.9 3.0 3.2 3.0 
A ns 4.7 4.9 23 el 29 3.0 
OS ean Beco ones 2:3 a2, OS 2.6 2.4 2.4 
RICE iol sie ee on 2.1 3.6 2.4 22, 2.8 2.2 
RRR alot, star o wie 18 de 1eys 1S 1.5 2.0 2.2 Zou (45) 
- I pape ceggupoeodte 3.9) 4.1 2.0 2.1 22 2.2 
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1929 1931 1933 1934 1935 @ 

Country Percent Percent Percent Percent Percent P. 
Others ogee ereilereeents 20.3 20.1 21.7 ‘22:3 219 
Totals Foretgn 2: eacsen 73.1 72.9 64.5 64.3 63.7 

TOA AM eciseeree cites 100.0 100.0 100.0 100.0 100.0 

Source: Bureau of Agricultural Economics. a 


A part of this development represents a distinct diversion f£ 
foreign to Empire sources of supply between 1931 and 1936 | 
several important farm commodities with the exception of 
tobacco. Since the United Kingdom represents by far the lar; 
foreign outlet for United States agricultural exports, taking aln 
35 percent of these, the shifts illustrated above were bound 
injure American farmers. How far they have done so is seen 
the following table. 


TABLE VIII—UNIrTeEp STATES SHARE OF GENERAL IMPORTS INTO ° 
UniTep KINGDOM OF SELECTED PRODUCTS SUBJ 
TO British IMPERIAL PREFERENCE—1929, 1931 . 


1933-35 

Commodity 1929 1931 1933 1934 
Wih@ats a stamtuds akrscysinie ees ose etehe eeetere 19.9 9.4 ag 0.1 
Harley eco vpn ee $6.3. 21.1 174 ee 
Milk, cond., whole, unsweetened........ 39.0 34.2 1S 2.6 
PAD Pl stayens ceracie «(sass 6 es ee crete ieee 5307, 46.5 18.3 22.1 
CARS drteie sinleitis ies Gie sjo%s aie local cee ae Re 20.1 39.7 42.8 45.4 
OPAN SESH ry wcrc cs 5 css o/c Ree 10.67" 8.2 4.7 4.8 
Granetrult Ges saiasicsds & acies va ce eee mee 77.4 63.6 44.5 34.8 
Plums, prunes or prunellos............. 83.2 91.1 82.8 81.5 
RMIGING eects wi anus «ss Sein: cen meets 24.4 36.7 16.5 23.6 
Canned SErwith es oc 5 ccm ess ces ene Rak 85.9 75.4 61.9 
Whole rice, husked or cleaned.......... 28.7 22.3 Veter 8.5 
WVsHOR EE OULDY tate arasessie%s 6 ie bincltiorere ceteris 26.1 19.3 12 1.4 
TAY mene tase fea, sts 8b t+ cae ieee 86.2 81.0 86.7 92.4 


Source: Bureau of Agricultural Economics. 


All of these changes are not of course directly due to Emp) 
preference; wheat and wheat flour suffered from being priced w 
above the world market price. The decline in rice, fresh frui 
except pears, and canned fruits, however, has definitely result 
from a shift to Empire sources. Lard exports were maintain 
notwithstanding import duties, and the drop in 1935 was caus 
almost wholly by the shortage in the United States resulting fr 
the drought of 1934. Canada and Australia are the prineij 
Empire countries accounting for a substantial share of the shift 
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During the last few years preceding the present war, British 
picultural policy continued to give first place on the British 

ket to domestically produced goods, second place to products 
Empire origin, and the remainder to foreign. For home pro- 
ers, this involved price fixing, subsidies, levies, production 
otas, and import duties and quotas. For Empire producers, 
involved preferences in import duties and preferential quotas, 
“th voluntary and compulsory. For foreign producers, it involved 
jhiting their competition through import duties and import quotas. 
| FRANCE. Although it is customary to consider France as possess- 
2 high degree of self-sufficiency in agricultural products, this 
Wactually far from being the case. While France is relatively 
i 
' 
Hi 


i 


i 
{ 
i 
i 


bre nearly self-sufficient than any other of the Western European 
ions, it still has to rely on its Empire and the outside world 
‘a substantial portion of its foodstuffs and agricultural raw 
Aterial requirements. The country is almost self-sufficient with 
pect to wheat, wines, and sugar, but must import all its rice, 
Wee, and a large proportion of its needs in fats and oils, fruits 
fd vegetables, and secondary cereals. Of raw materials, all the 
qiton and rubber, and much of the wool and lumber, is imported. 
tton forms the largest agricultural export from this country 
8) France. 
The passive trade balance of France in the past has resulted 
uinly from the importation of agricultural products and agri- 
Mitural raw materials necessary to industry. In 1937, out of a 
al trade deficit of $744,000,000, net imports of agricultural 
oducts were responsible for $600,000,000, or over 80 percent. 
ore than 50 percent of this agricultural deficit, however, generally 
sulted from imports from French possessions. 


a BLE TX—FrENCH AGRICULTURAL IMPORTS FROM FOREIGN AND 
Empire Sources, BY VALUE, 1936, 1937 


French French 
Foreign  pos- - Foreign __pos- 
countries sessions Total countries sessions Total 
Type of Million Million Million Million Million ‘Million 
Product francs francs francs francs francs francs 


2,333 5,464 TIME 3,383 7,343 10,726 


Risiclardie| as) s elo 0 «so ee 


fastry jabba oboe oO 5,835 1,427 7,262 9,201 PSS 11,516 


eee ee 


tal Agricultural ..... 8,168 6,891 15,059 12,584 9,653 22,242 


rece: Journal: Officiel de la République Francaise, Annexe Administrative, 
Webruary 14, 1939. 
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From this it can be seen that a very large proportion of Fran 
needs, beyond the quantity domestically produced, is alre: 
derived from Empire sources. That this has been an increas‘ 
tendency it is not so easy to show. Indeed, French agricult: 
has always been remarkably free from government control, excay 
in the wheat and tobacco sectors, in which price-fixing polid}) 
have been in force since the depression. Farmers at home produagy 
whatever they wanted and relied on the government to stop 
restrict imports in times of surplus. It is true that import quod 
and restrictions have affected almost all agricultural imports, k 
these have been flexible and aimed rather at maintaining domes 
prices than boosting production. . 

In recent years, however, advocates of self-sufficiency and clo 
economic relations with the French possessions have been gainil 
ground. In particular, the National Economic Council, in 
report on general economic policy made in January, 1939, la 
down plans for a reorganization of French agriculture based « 


This is indicative of the current trend of thought in France ¢ 
the subject, but must be accepted as a trend with possible ef 
in the future rather than with any definite record of progre 
the past. Undoubtedly, the present machinery of wartime con 
existing in agriculture as in every other field of French econo 
life, represents a long step toward the ultimate achievement 
some such aim as that which the National Economic Council ad 

Another important development of world trade in agricultv 
products during the last twenty years has been the reduction + 
European import requirements. During the early postwar y 
production in European countries increased mainly as a 
of recovery from the disorganization of war. 


has been greater than the rate of increase of the populatic 
Nor was the increase in European production checked by # 
depression. After 1928 the growth of trade barriers led to increas: 
divergence between world prices and prices in those Europea 
countries whose markets were enclosed by tariffs and quotas. 
the same time, unemployment in industry reduced effective la 
costs in agriculture. Consequently production in European im 
ing countries increased in spite of falling world prices. . 


During the twenties, although the production of foodstuff 
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iin rope was increasing more rapidly than population, world trade 
)\ foodstuffs was increasing to a certain extent also. This meant 
spat European per capita consumption of foodstuffs was either 
ping maintained or actually increased. The reduction of pur- 
asing power that came with the depression instituted a reversal 
this trend—imports declined and world trade was reduced, 
urying per capita consumption down with it. 
Ww ith the coming of the thirties, the principal nations of Europe, 
‘eginning with Italy and Germany, began to stimulate domestic 


t 
| 
are 
i 
| 


oduction for strategic and military reasons. Some of the more 
nificant increases are shown in the following table. 


y BLE X—YEARLY AVERAGES AND YEARS. "THOUSANDS OF UNITS. 


wr 


Country Commodity 1926-30 1931-35 1936 1937 1938 
‘inited Kingdom Sheep ......... 24,675 26,046 25,053 25,541 26,634 
[s Wheat ........ 48,220 55,811 55,265 56,336 73,349 

Sugar beets ... 1,796 2,941 3,503 2,637 3,000 

= Gattlests acces: 7,985 8,459 8,623 8,639 8,747 
— Hapeh cee a 2879 3,739 4,562 4,453 4,378 
Jirance Wicit oo. 270,906 316,685 254,616 257,857 345 
a Potatoes ...... 514,588 577,444 560,376 584,633 628 
: Sugar beets ... 6,591 8,489 8,256 8,666 eke 
; Pedder ss «da 05% 24.467 28,864 34,313 32,170 a. 

Hope. ene 5942 6,606 7,043 -7,089 7,117 
wyermany Wheat -....- ae ... 162,660 164,120 204,954 

Reich only) Gals ens rane ae "|. 387,072 407,750 438,569 
a Cattle se cacis 17,776 19,134 18,938 20,088 20,469 

a LOS Siete ciciee n'a 19,715 23,434 22,827 25,892 23,805 
& Sheep hives. 3953 3,456 3,928 4,341 4,684 


ource: Compiled from official records of the British Board of Trade and from 
i) the Agricultural Statistics of the U. S. Department of Agriculture. 

8. GROWTH OF GOVERNMENT CONTROLS. Continuing political and 
conomic crises in Europe have been the cause of increased govern- 


‘nent participation and control of the volume, character, and 


Slirection of foreign trade. One sign of this tendency has been the 
mcreased production of agricultural products for strategic reasons 
Nescribed above; such action where it has taken place, has been 
Wirected by the government as a part of national policy. 

» From 1933 to 1936 there first grew up in some countries the 
ystem of integrated government control of trade, production, and 
HMistribution which has probably been the most significant develop- 
ment of the decade from the point of view. of our farm exports, 
hnd which has since been adopted in one form or another by all 
the leading foreign purchasers of our farm products. By such 
means as import licensing, exchange control, preferential tariffs, 
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and subsidy payments, these nations restricted their imports 
what was considered essential and determined the sources. 
supply. An idea of the importance of this development may | 
gathered from the fact that German imports of American cotta> 
fell, during those three years alone, by more than a million bali 
annually. In 1933, 87 percent of total German cotton impon 
consisted of American fiber. In 1936, the proportion was on 
31 percent. By 1938, there had been a further reduction to | 
percent. All together, these government controls were instrument 
in reducing the proportion sent to Germany of total United Stat 
farm exports from about 15 percent at the beginning of the decac 
to less than 5 percent during the last full year before the outbrea 
of war. } 

Alongside the development of government controls directe 
towards war or defense against war, other forms of governmer 
intervention have been undertaken in various countries with a viex 
to maintaining the incomes of their producers during and sina 
the depression. In wheat, for example, the Danubian countrié 
used many different special forms of export dumping or govern 
mental monopoly to maintain the domestic price of wheat aboy 
that received for the exportable surplus. In Canada the holding 
movement by the wheat pools, and later direct market operatior 
for the account of the Government, sought to maintain prices 
Both in Canada and Australia, direct production bonuses weri 
paid at one time. Early abandonment of the gold standard it 
Argentina and Australia reduced the transportation costs from 
those countries, increased the value of the wheat to producers on 
their domestic markets, and thereby placed fresh pressure OF 
remaining world markets. These various methods, however, wi 
not so successful in maintaining prices in exporting countries a 
the restrictions in importing countries were in maintaining price 
behind their walls. 

From one point of view, the tendency towards the use of interna 
methods of price stabilization may be regarded as an alternative 
to foreign trade control, which seeks to bolster prices indirectly 
Direct price and marketing control had already been introduce 
in different forms in some countries before the present war brougl 
an increase in regimentation to all belligerents. A typical direc 
control, although this was imposed at the same time as a rigi 
foreign trade control, was that exercised over farm prices al 
production by the Reich Food Estate in Germany. Agricultur 
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} reorganized on a corporative basis and placed under the control 
athis state organization in 1933. Membership in the Food Estate, 
which the Minister of Agriculture was the head, was compulsory. 
sJaddition to regional and central corporative marketing associa- 
fins for the major commodities or commodity groups, the Reich 
bd Estate has 20 regional and 520 district branches; the latter, 
qturn, being subdivided into a network of local branches or 
ypciations. Finally, there is a “farm management” card for each 
with data on output, efficiency, etc. 

{The international effect of these several types of controls has 
idoubtedly been the complication of the problem of distribution 
@ the exporting countries. With decreasing consumption and 
fificially stimulated production in importing countries, and low 
Wces everywhere, it is no wonder that exporters found themselves 
ith excessive stocks piling up. The coming of war at last merely 
bved the final blow to vanishing hopes for a solution of the 
Spblem of adjusting production to consumption. 

4. THE BALANCE OF PAYMENTS. Even though potential demand 
§ American agricultural exports may have existed, American 
mmercial and financial policies have made it difficult for importing 
ftions to secure means of payment and to establish a basis of 
Mhange. Frederick Strauss, in a recent study on the composition 
arm income since the Civil War, writes: “Long-term fluctuations 
total farm exports depend in large degree upon international 
momic transactions of the United States, which have little direct 
nection with the supply of American farm products or with 
ential foreign demand for them. Shifts in the balance of pay- 
nts of the United States since the Civil War have strongly 
juenced the amount of agricultural products exported and have 
is been immediately responsible for some of the major long-term 
ges in the composition of American farm income.” 

| The efforts towards national self-sufficiency which grew out of 
bnomic suffering, military ambition, postwar treaties, and national 
birations, were greatly intensified by the economic policies of 
Ine of the leading countries, and particularly by that of the 
Shited States. During the World War we had seen our position 
lange from that of a debtor to that of the principal creditor 
intry in the world. We had exported enormous quantities of 
pital to help carry on the war. If the debts were ever to be 
said we would have to receive in return goods and services in 
ess of those we were exporting. This situation we refused to 
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recognize, and, at the very time when we were ceasing finallyy’ 
subsidize our exports by foreign investment, built our high tanh 
even higher, tending to shut out all importation of foreign go 
and disrupting international trade. Similar restrictive measuge 
were then taken in other countries, all of them tending to au 

national or imperial self-sufficiency. Whether this trend ang 
from political or military reasons on the one hand, or from ix 
tional and uncoordinated economic policies on the other, — 
result for the world was greater restriction for trade and a serie 
shrinkage in international commerce. 4 

Let us examine some of the figures. From 1914 to 1918, . 
United States exported annually about 2.5 billion dollars a 
goods than it imported. These exports were paid for by ge 
shipments, the sale of securities, and loans. The United Sta 
had thus become a creditor country, but failed to follow the pj 
cedure, successfully maintained by more mature creditors, 
accepting a passive trade balance and allowing foreigners to f 
part, at least, of their debt in goods. During the twenties, fore E 
demand being high, the United States export surplus amount 
to more than 11 billion dollars. In 1921, 1922, and 1930 Conga 
imposed increasingly high tariffs on imports. The export surps 
was paid up abroad in the form of 6 billion dollars’ worth of loa 
here, gold shipments, and services, such as to American tour 
abroad. 

With the drying up of foreign investment on the part of 
United States, foreign trade drastically declined. Our total expo 
fell from 5.2 billion dollars in 1929 to 1.6 billion in 1932. — 
1939 exports had recovered to 3.2 billion (devalued dollars) . F 
a time during the boom of the mid-thirties it seemed that t 
United States was on the point of accepting a passive trade balan¢ 
but the 1937-38 depression brought a heavy drop in imports, ab 
in 1938 the positive trade balance reached 1.1 billion dollars, 
one third larger than in 1929. During 1939 the positive balan 
was almost 860 million; and present war trade is causing this — 
increase. + 

Not that there has been any difficulty in striking a balan 
during the last five years; for the United States has imported fc 
times the amount of gold necessary for this purpose. Of the 
billion dollars of gold received since the beginning of 1935, 2 
billion has covered the trade deficit. But there can be no do 
that this drain on the world’s gold supply, coupled with restricti 
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easures, constituted one of the main obstacles to a return of 
Whternational trade into its pre-World War channels. 
‘imports. ‘Taking the average of recent years, agricultural 
@oports of all types have constituted approximately 50 percent 
if total imports into the United States. Of these total agricultural 
@oports, slightly more than one-half is entirely non-competitive, in 
ye sense that their place could not be filled by American producers, 
ad that their elimination would not affect the prices of any 
§merican farm products. This group includes such commodities 
/ 5 coffee, rubber, silk, spices and tea. 
Of the competitive imports that are left, sugar is by far the 
gest item; but it is very unlikely that we could produce domes- 
cally all of the large proportion of our total sugar consumption 
hich now comes from abroad. Uneconomic production costs 
ould soon bring objections from consumers. Three other items 
th the competitive group—flaxseed, wool and cattle hides—are in 
# roughly similar position. Wool and cattle hides are byproducts 
if meat production, and production in this country could not be 
panded without such an increase in domestic supplies of meat 
js would seriously affect meat prices. Flaxseed has also been 
nported in considerable quantities despite a tariff of 65 percent 
jer bushel, and farmers have shown no disposition to produce 
Yur entire domestic requirements. All of these four products— 
gar, flaxseed, wool and hides—already are under the protection 
E relatively high and effective tariff duties. 
After subtracting the strictly non-competitive group and the 
bur commodities just discussed from the total agricultural imports, 
jne portion left, which may with more justice be called competitive, 
mounts to about 24 percent of total imports. How far an elimi- 
ation of these would benefit domestic farm income is debatable, 
ut at the most optimistic reckoning, consumers would continue 
pay about the same total of money for the commodity, and 
"he incomes of producers in the United States would be increased 
inly by the amount formerly paid to foreign growers. The value 
¥f agricultural imports of this class represents a rather small portion 
ff total farm income—possibly 5 percent. 
) In order to gain a complete picture of the significance of 
jgricultural imports in the nation’s economy, it is only necessary 
consider the relation in which they stand to the following: 
) 1. Production—Even during 1935, a year of high imports, these 
epresented an insignificant proportion of the production of similar 
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commodities in the United States. Imported wheat amount 
to 3.2 percent of the average production in the United Stat 
and the similar percentages for other important commodities wei} 
beef—3.0 percent, pork—.1 percent, dairy products and eggs— 
percent, and cotton—.7 percent. | 
2. 1934 drought and the AAA—Imports played a relative 
small part in making up the loss in production due to the droug 
of 1934. Imports of all grains amounted to 4.6 percent of t 
drought loss in these products, and imports of hay to .4 percent. . 
The adjustment programs, by raising American farm pric 
certainly were a factor in making the American market mo 
attractive to imports. But they were only a minor factor, sin 
the reduction in production that may be attributed to the adju 
ment programs is very much less than the reduction caused | 
the drought. Furthermore, there were no production adjustme‘ 
programs with respect to certain products, such as rye, barle 
oats, dairy products, beef, cattle and eggs, the imports of whit 
showed large increases. a 
3. Farm income and prices—Since agricultural imports represes 
such a very small part of our domestic supply they have had 1 
significant effect in depressing American farm prices. The ma 
that can be attributed to imports is that in certain cases such 4 
for example, butter, seasonal imports during the period when 0 
butter supplies are shortest in the winter prevent prices of butte 
fat in this country from rising as they otherwise would. In othe 
words, the tariff of 14 cents a pound on butter is, under the 
circumstances, effective in maintaining American prices abow 
world prices by substantially this amount. ra 
The income of farmers in the United States in 1935, when th 
competitive agricultural imports were valued at 623 million dollar: 
was 8,110 million dollars. In 1935, when competitive impo 
were valued at 296 million dollars, farm income was 5,337 millio 
dollars. Similarly in the years before the depression when import 
were running in the order of 1,000 million dollars annually, farr 
income was running between 11,000 and 12,000 million dolla 
a year. 
Just as in the case of gross farm income, the prices receive 
by farmers have been higher during periods of large imports that 
they were when imports were small. The average farm price 0 
wheat in 1934 and 1935 was 84 cents a bushel; imports of whea 
in those years were respectively 8 million and 17 million “_ 
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% 1933 the farm price of wheat was 67 cents a bushel, and imports 
‘bre 32,000 bushels. 
The most significant feature of the import situation in this 
Muntry is the constancy with which the value of total imports 
; remained in proportion to the national income. ‘Taking the 
erage of recent years, other than the period of severe depression, 
fe total national income of the United States has been approxi- 
ately 75 billion dollars annually. The average value of imports 
suring the same years (foreign value) has been roughly 3 billions, 
ual to about 4 percent of the national income. The relationship 
{ imports to business and industrial activity is clearly shown by 
His link of imports to national income. 
Thus it is possible to identify the major factors responsible 
jr the surplus of agricultural products and for the surplus of 
zople seeking livelihood on our farms. Of these factors, two 
Wserve to be particularly emphasized: the decline in domestic 
pbnsumption arising from industrial depression, and the slowing 
% of economic growth; and the related factor of the loss of 
Hreign markets. Since demand is represented under both these 
Weads, any shrinkage in either sector blocks the outlet channels, 
ereby aggravating the effects of factors tending unduly to expand 


ply. 
fforts to Meet the Agricultural Problem 


“What steps have been taken up to the present to grapple with 
le problems of agricultural surplus? It was evident by 1933 that 
e structure of agriculture is such that the physical volume of 
oduction is maintained in spite of low prices. Moreover, 
faditional methods of marketing and distribution were too in- 
tbxible to readjust to the changing conditions of the postwar 
cade. As a result, marketing costs were maintained with but 
‘tle reduction as retail prices fell; and most of the burden of 
wduced consumer buying power was passed back to the farmers. 
Vhus farm prices of 14 major foodstuffs fell by 62 percent from 
429 to February, 1933, whereas retail food prices fell by only 
@ percent. 

§ propucTION conTRoL. As the depression deepened, State action, 
hrough laws granting temporary moratoria on farm indebtedness, | 
Jas seen to be quite inadequate to effect any fundamental solution 
— the problem of relating production to demand. Federal farm 


i 
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legislation was thereupon used in an attempt to bolster farm pr 
From 1929 to 1932 the Federal Farm Board sought a col : 
through market support and commodity loans; unfortunatel:} 
this plan failed to realize the necessary correlation between 
duction and marketing in the face of collapsing demand. Moreoveq 
the methods of marketing and distribution proved to be tag 
inflexible. t . 

With the enactment of the Agricultural Adjustment Act if 
1933, a more direct assault was made upon low farm prices LR 
attempting to effect a fairer economic correlation between industria 
and agricultural purchasing power. This was to be accomplishe@ 
by making rental-benefit payments to farmers who voluntari 
reduced production and acreage of basic agricultural commoditie 
such payments to be financed through an excise tax levied on th 
processing of the basic commodities in question. 

From 1933 onwards a series of acts proceeded to widen thi 
scope of the original AAA program, adding cattle, peanuts, ‘ii 
flax, barley, rice, grain sorghums, sugar beet, and sugar cane ti 
the list of basic commodities, and providing controls over t 
marketing of cotton and sugar. The establishment of the § 
Conservation Service and the Federal Surplus Commodities Co 
poration represented two more attacks on individual aspects 
the problem. y 


profiting by previous experience. This act is designed to assura 
farmers parity prices and income and embodies the all-weather 
ever-normal granary principle. The aims of the act are to be 
accomplished by price-sustaining commodity loans, regulation 0% 
marketings of farmers when surpluses become excessive, and parity! 
payments. ‘These price-sustaining commodity loans have for several 
years been made by the Commodity Credit Corporation. The 1938 
act makes these loans mandatory for cotton, corn, and wheat unde 
certain supply and price conditions. ‘ 


surpluses continually accumulating. In a previous section of this 


report it was shown that one of the fundamental causes of agricul 
tural surplus in this country is deficiency of domestic demand 
According to Milo Perkins, President of the Federal Surplus Com 
modities Corporation, the term “surplus” as applied to a number 
of commodities, is simply another name for under-consumption. 


are framed with the intention of disposing of the commodity 
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#e attempt to deal with this problem has been the Food Stamp 
im, which puts increased food-buying power directly into the 
ads of low income families. Another has been direct purchase 
. commodities for distribution to needy families through state 
, fare agencies. Under the Stamp Plan, persons receiving public 

i can get surplus foods at the corner grocery store. They have 


jen and one-half cents to spend for each meal rather than the 
: 
4 


#: cents a meal they formerly spent. That improves farm income 
fwell as public health. 

: Other activities of the Federal Surplus Commodities Corporation 
: this direction have included direct distribution, the development 
new industrial uses for farm products, and the diversion of 
vricultural surpluses to domestic outlets which would have been 
Mpossible without a government subsidy. 

}} STIMULATION OF FOREIGN TRADE. The disastrous effects of the 
sation of foreign investment and the imposition of high tariffs 
| our foreign trade has already been described. Since unilateral 
‘vering of tariff barriers appeared politically impossible, a com- 
Womise was found in the Trade Agreements Act of 1934, which 
(thorized the Executive to make reciprocal agreements with — 
ther nations for the reduction of tariffs. Agreements have been 
Mncluded with 19 countries, representing nearly 60 percent of 
wr total foreign trade. 

5) Since the conclusion of the agreement with Canada, our second 
gest customer, Canadian imports from the United States increased 
om $312 million in 1935, the last pre-agreement year, to $369 
Allion in 1936 and to $491 million in 1937. The total effect of 
e agreements is more difficult to estimate, but it is significant 
at exports to trade-agreement countries averaged 61.2 percent 
leater in 1937 and 1938 than our average exports to the same 
untries in 1934 and 1935, while our exports to non-agreement 
untries increased by only 37.9 percent. 

§ Probably both agriculture and industry have profited by the 
jreements already made. The United Kingdom removed entirely 
% 6 cent duty on American wheat, which had been fast losing 
place among American exports. Several countries reduced 
‘eir tariffs on wheat flour. The United Kingdom removed entirely 
10 percent duty on lard, which ranked third in value among 
erican agricultural exports to that market. As a result of. 
r first agreement with Canada, the Canadian duties on our 
»sh meats, bacon, ham, lard, cured meats, extracts, and other 


_that, while ever-normal granary reserves were adequate, there : 
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meat products were reduced by amounts varying from 12 t 
percent. Cuba, once the third best customer for American 
reduced its duty from a rate equivalent to 9.6 cents a pou 
2.3 cents in the first year of the agreement and agreed to a fun 
reduction to 1.5 cents in the third year. Concessions on f 
and vegetables have also been numerous. 

Some efforts have also been made to hold foreign market 
American exporters by means of subsidy payments. <A subsidiza 
policy for wheat flour exports from the Pacific Northwest t 
Philippines was in continuous operation since 1936. For?! 
marketing season 1938-39 a general subsidy plan for wheat . 
flour exports was announced as part of the wheat plan of 
Agricultural Adjustment Administration, and resulted in ex 
sales during the season amounting to 118,054,000 bushels, of w: 
the sale of 93,754,000 bushels was assisted by the Federal ex 
program at a cost of about $25,700,000. 

In December, 1939, suspension of the wheat and flour ex: 
programs was announced, except for exports of flour from, 
Pacific ports to the Philippines. This action was due to the 


no longer any burdensome surplus of wheat in the United Sta 
In the Northwest, however, an estimated surplus of 25,000) 
bushels, combined with the United States’ particular interest 
trade with the Philippines, made it advisable to continue 
flour export program in that quarter. Flour exports to Ch 
and Hong Kong were later included in the program. 
The other commodity for which similar measures have | 
taken, and for which the subsidization method has been far m 
widely applied, is cotton. The program announced in July, 1g 
provided for payments on all exports of cotton within the stipula: 
period of the program. By January 29, 1940, sales and delive: 
of cotton and cotton products under this arrangement tota 
approximately 6,214,000 bales. This total includes sales and de 
eries of cotton products equivalent to 333,000 bales. These figu 
compare with a total of 3,327,000 bales of lint cotton expor 
during the entire 1938-39 marketing year. 
The expenditure incurred in this program, however, had 
reduced the funds available, that operations were virtually ab 
doned by the end of January, payments being continued only 
cotton products. However, in May, 1940, a new subsidy for. 
export of corn to Canadian and European markets was announc 


§ 
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At an expenditure of about $6,000,000 it was planned to move 
e 20 or 30 million bushels of the stocks owned by the Commodity 
| it Corporation, in part to Canada, but principally to the 
United Kingdom. 
REHABILITATION AND TENANT-PURCHASE PROGRAMS. ‘The funda- 
ntal causes of farm distress are rooted deep in the lack of 
‘balance between the agricultural and industrial economies, but an 
ittempt to conserve the human resources was made in the Bankhead- 
mes Farm Tenant Act of 1937. This act established the Farm 
rity and Farm Credit Administrations, both re-enactments of 
ious legislation, which advanced loans and reduced interest 
to needy farmers. 
. The rehabilitation program constitutes the most direct attempt 
nade by the Farm Security Administration to help individual farm 
iilies along the road toward economic independence. Investiga- 
yns are made and advice on farm management given down to the 
t detail, together with the provision of essential equipment 
hrough a system of loans. 
_ A survey at the end of the 1938 crop year 2 of the results in the 
e of 232,947 families participating in the program showed that 
me food production, working equipment, living standards, and 
al net worth had all increased. Many of the families who ap- 
ed for loans were cultivating acreages too small to support a 
d farm enterprise. The average number of acres in cultivation 
arms operated by borrowers at the time of acceptance on the 
abilitation program was 70; at the close of the 1938 crop year 
as 131. The 63,000 borrowers who had been on the program 
ly one year increased their number of work animals in that 
e from 77,710 to 137,710, or by more than 75 percent. Among 
total number of borrowers studied the average production of 
ilk increased from 99 to 465 gallons per year. The average 
ount of meat produced for home consumption rose from 85 
9 377 pounds annually. Production of eggs for home consumption 
;} almost four times as large, while quantities of fruits and 
veg etables canned and stored increased from 51 to 221 quarts per 
year for each family. 
_The rise in the standard of living went hand in hand with the 
net worth and stability of the borrowers. During 1938 the 233,- 
| families increased their average net worth from $833 to $975, 
increase of 17 percent. Before receiving Administration loans, 


“Report of the Administrator of the Farm Security Administration, 1939. 
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only 37 percent of the first year borrowers had written leases. +} 
the end of 1938, 85 percent had them. In 1937 about 3,400 of th 
first year borrowers had advanced from share cropper to tenan 
status; 18,161 did so in 1938. Altogether, 26,800 borrowers aq 
vanced from sharecropper to tenant status during 1938, and 67,45), 
in 1939. 7 
The tenant-purchase program, authorized by Congress in 193! 
deals directly with the problem of farm tenure, and indirectly witi 
the problems of farm citizenship. Its immediate goal is tk 
ownership of family-sized farms by their operators; its indireé 
result is to promote good citizenship by giving deserving familid 
“a stake in the country.” In holding out the possibility of farr 
ownership as the ultimate goal it supplements the rehabilitatiog 
program. During the period from the beginning of the fiscal yea 
1937-38 up to March 31, 1940, the number of loans approves 
enabling farm tenants to become owners was 8,355. It is estimate¢ 
that by the end of the present fiscal year this figure will have rise 
to about 13,000. ; 
It must be realized, however, that this program deals in th yt 
sands whereas the problem of tenancy runs in millions. Betweer 
1880 and 1935 the number of farms operated by owners increasee 
by 32 percent, and the number of farms operated by tenants ir 
creased by 180 percent. Since then the movement to eliminate the 
small farm owner probably has accelerated. Although exac 
knowledge is lacking, it is known that many so-called owne: 
operated farms are subject to foreclosure. The figures on tenan 


‘e 


therefore represent an understatement of the real situation. ve! 


Conclusion 


A review of the situation in the United States at the outbreak 
of the European War emphasizes the extent of unsolved prob: 
lems existing in every department of the nation’s economic life. 
and combining to produce the phenomenon of economic and 
social maladjustment which we call unemployment. Among the 
efforts that have been made since the depression to combat theé 
danger symptoms in the nation’s economy, those which have been 
directed towards solving the problems of agriculture have, each 
in its own particular field, procured a certain amelioration. And: 
yet farm income on a per capita basis is still far below that event 
of the industrial worker, bringing low living standards for the: 
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rm population; land tenure problems are by no means solved, 
nd instability and uneconomic migrations are the consequence; 
reduction is still maladjusted, and there are a million and a half 
nemployed farm workers in addition to other millions who secure 
bare subsistence from farming. ‘The presence of agricultural sur- 
luses in the period leading up to the present war made this country 
ble and willing to export farm goods, but demand was restricted by 
i relatively high prices of the American products and by balance 

f payments problems. Owing in part to our tariff and finance 
olicies customers abroad found themselves unable to provide a 
nedium of exchange acceptable to this country. These are some of 
he problems that remain. 

_ How is it that these difficulties have not been cleared away by 
he measures described above, which appear to have gone so far 
oward this end? Part of the answer lies in the conflicts and con- 
radictions that have arisen between some of the separate policies 
indertaken. Commodity loans and price parity payments raised 
lomestic prices above world levels and hampered exports, at a 
ime when markets were being lost more rapidly than production 
uld be reduced. 

But the real difficulty in arriving at an adequate solution of 
ricultural problems lies in the fact that they merely constitute 
ne part, just as industrial problems constitute another part, in 
he general framework of the national economy. The right 
pproach therefore has to take into account the interlocking of 
ne various sections of the economy, and should seek to devise 
olutions in which one section will react favorably on the rest and 
t into a general scheme. In agriculture, neither domestic nor 
oreign demand has been increasing at a rate sufficient to promise 
bsorption of production, and mechanization has displaced agri- 
ultural workers faster than employment opportunities were de- 
jeloping. Policies, in short, were not commensurate with the prob- 
em in that they were not being effective, allowing for time factors, 
n enlarging exports or in reorganizing the industry to operate on 
domestic basis. 

The major unsolved problem in this country is industrial. Ob- 
jiously, there can be no final solution in an adjustment of the 
actors of supply, however sucessful, without a simultaneous ad- 
ustment of the factors of demand. From the farmer’s point of 
iew, the Government’s purchase of his surplus stocks for relief 
istribution is a solution but from the point of view of the 
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national economy it is nothing of the sort. Moreover, it has be 
clearly shown that with every man taken off the relief roll and | 
into employment, food consumption rises. Nothing, therefc 
could be more beneficial to the farmer’s income than to have jq 
found for the millions of industrial unemployed, as well as for | 
million-and-a-half idle farm workers. 


II. Impact of War on United States Agriculture 


The foreign trade of the United States as a whole has expandy 
considerably since the outbreak of war. Superficially, at least, t 
figures for the rise in total exports are impressive. After showi: 
substantial gains during the first three months of the war, sh: 
ments of goods abroad increased in December to a total of $368 
000,000 or 37 percent above that a year earlier. January expop 
were about equal to those in December and showed a gain of 
percent over the unusually low figure for January, 1939; while shi 
ments during February, though somewhat smaller than in Jai 
uary, at $339,000,000 were 50 percent above the total a year agg 
In March the total export figure was at $344,000,000 while in Ap» 
it fell to $315,000,000. Exports during the first six months of tk 
war amounted to $1,950,000,000, as against $1,460,000,000 in tl 
corresponding period a year earlier. . 

Less attention has been paid to the fact that general impor 
have also risen rapidly. In comparison with the previous year 
totals, imports in each of the last three months of 1939 registered 
greater relative increases than exports. ‘These comparisons, ho 
ever, are affected by the fact that imports had declined drasticalll 
during the general business recession of 1937 and were still at 
very low level in the latter part of 1938. Despite the increase iv 
the last few months, imports are still on a considerably smalle: 
scale than in the early part of 1937. Exports, on the other hand 
are the largest since the early months of 1930. h 

The export surplus, accordingly, has risen to a level comparabl! 
with that of the period of sharply reduced imports in 1937 ane 
1938. In five of the last seven months, it appears that export: 
have exceeded imports by more than $100 million. Such a surplu: 
has only been attained in time of war or during periods wher 
American capital was flowing abroad on a large scale. It has beer 
paid for partly by the conversion and use of foreign balances ir 


this country, but mainly by the continued flow of gold from a. 
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hipments of which have been actually far larger than the trade 
yalance, indicating a continued flow of capital to this country. 

_A large part of the increase in exports since the beginning of 
he war is accounted for by a few items of military importance— 
ircraft, machinery, industrial chemicals, non-ferrous metals, semi- 
manufactured steel and copper products, and raw cotton. In Feb- 
uary, for example, these six items showed an increase compared 
vith a year earlier of 169 percent, whereas all other commodities 
jad risen by only 21 percent. Regarding the distribution of this 
oreign trade, the most striking fact in this connection has been the 
nerease in exports to neutrals rather than to belligerents. Among 
he belligerent countries, the greatest absolute gain has been in 
rade with Canada. Exports to the United Kingdom were only 10 
yercent greater during the first five months of the war than in the 
imilar period a year ago, while exports to Asia have risen con- 
iderably. Even the gain in trade with Canada has been surpassed 
by that with Latin America, which, in the first five months of the 
war, showed an export total 57 percent higher than in the previous 
year. 

From the kind of goods involved it is apparent that the war has 
seen the factor behind our expanding trade—whether to belligerents 
wr neutrals. This suggests that the maintenance of current volume 
Jepends upon the continuation of the war, and it is for this 
eason that the increase in exports appears likely to have a less 
timulating effect on the domestic economy than would be the case 
f the stimulus were more diffused and considered to be of a more 
xermanent character. 


Bs S. Foreign Trade in Agriculture 


Over the period July-February 1939-40 the value of total agri- 
cultural exports from this country rose by 9 percent compared with 
luly-February 1938-39, while total imports of supplementary ag- 
cultural commodities rose by 22 percent. ‘The total rise in ex- 
sorts, however, masks widely divergent trends among the principal 
somponent commodities. Cotton exports rose in value by 101 per- 
ent between the two periods, while all other farm exports taken 
ogether declined by 25 percent. The largest proportional declines 
yecurred in grains, tobacco and fruit. Pork and lard exports, 
however, affected by nonwar factors, were 25 percent above their 
nusually low level of a year ago. A few smaller items also in- 
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creased in value, the principal ones being soybeans and | 
products. 

The following table shows the shifts that have taken plac 
the distribution of our farm exports to leading importing count 


TABLE XI—Exports oF AGRICULTURAL PRODUCTS TO SELEC 
COUNTRIES, SEPTEMBER—FEBRUARY, 1938-39 AND 193: 


$000’s 
September-February 


Total agricultural Cotton (exc. linters) minus cotto 
1938-39 1939-40 1938-39 1939-40 1938-39 193| 
United Kingdom ... 160,665 144,770 15,306 79,693 145,359 


Brante) 2 oaieas accel 21,562 36,143 15,356 34,322 6,206 
Canada.de cae noaees. 28,592 41,900 6,238 13,393 22,354 
South Africa ....... 542 795 8 6 534 
Australiaies. aasensc- 4,277 5,072 271 578 4,006 
Germanys. astic os 15,860 53 11,072 36 4,788 
Poland & Danzig... 6,010 2 5,692 0 318 
Finland oc eeieo. esa 2,253 2,764 1,231 869 1,022 
WES /S. Rages sacs vied aste 125 1,149 0 0 125 
Italyeo. .arcrte seins teste 9,829 21,808 9,515 20,694 314 
Belgwanieecsn- cence 13,683 16,595 3,234 9,657 10,449 
Netherlands ....... 19,228 30,937 2,554 7,993 16,674 
Denmark .......... 3,495 6,742 1,144 1,294 2,351 
Sweden nn .ccaccnes 9,339 18,277 3,462 9,750 5,877 
INOKWVRY. Geen. w caie ices 3,059 10,135 584 1,346 2,475 
Spans. ns wes oe 1,144 12,063 765 12,047 379 
Japansngsaecsnts ome 28,650 36,033 27,578 35,006 1,072 
Neth. W. Indies..... 929 1,259 0 0 929 
@ubavererure. cccck « 11,180 11,833 345 785 10,835 
Mexico# ice ccs 005 3,482 3,455 0 0 3,482 
Argentina ......... 706 1,203 0 0 706 
Brazil rae tee sis ins es 998 1,424 0 0 998 
Chile Ree ccite itu. ace 529 667 353 415 176 
Columbia, S.0. assis 1,784 2,808 659 833 1,125 
Venezuela wy. sasacss 2,958 4,509 0 200 2,958 
Others Vo ekacviasorae 34,559 76,593 11,949 32,147 42,650 
POUDAT, pre cveictotcik 405,478 488,989 117,316 261,064 288,162 


Leaving cotton aside for the moment, it can be seen from t 
above table that agricultural exports to the belligerents have bee 
cut in half, while exports to every other important importiti 
country, except Belgium, Spain, Mexico, and Japan have rise: 
Now if we include cotton, we find that, although the noni 
increases in British, French and Canadian purchases, temporal 
only and due to exceptional circumstances, have compensated f 
the practical disappearance of trade with Germany and Poland 1 
the extent of doubling the total amount of cotton shipped to th 
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selligerents, total farm exports to belligerent countries have still 
allen, while exports to neutrals have risen in every case. 

_ With each successive invasion of European neutrals, however, 
he market for American farm exports has shrunk, although the 
oss of these countries, notably Denmark and Holland, as sources 
xf supply for the United Kingdom may ultimately bring about an 
xpansion of British buying in the United States. In 1939 the 
Netherlands and Belgium were respectively fourth and sixth among 
foreign buyers of United States agricultural products, and since 
the outbreak of war these countries have been relatively even more 
important markets for some products. From September 1939, 
through March, 1940, they took 45 percent of United States exports 
sf wheat; 41 percent of Western fire-cured tobacco exports; 22 
percent of raisins and over 60 percent of soybeans. Large imports 
of grain and feeds have been required to maintain the Dutch live- 
stock industry on an export basis. 

Naturally, since the United Kingdom is far and away the 
largest customer for our farm goods, the changes in British import 
policy due to the war have been of prime importance in determin- 
ing the final effects on our export trade. The changes in the British 
market have been even more extreme than in the belligerent market 
as a whole, and their effect has in consequence been to outweigh 
the gains made elsewhere. Had the British market remained steady, 
American agriculture would now be experiencing a boom, in spite 
of the loss of the German and Polish markets. As it is, any boom 
which may be attributable to the war has so far been confined to 
the manufacturing industries, and agricultural exports, which in 
the July-February period 1938-39 constituted 27 percent of the total 
exports from this country, were 23 percent of total exports in 
1939-40. But the depressing effect of the war does not show up in 
total farm export data, since these were offset by the concurrent 
effect of a combination of chiefly prewar factors, and the full effect 
of the war had not yet appeared in the figures. Thus the index 
of the quantity of agricultural exports during the first six months of 
the war was 4 percent above the average for the corresponding 
months of the 10 year period, 1929-30 to 1938-39. It was 35 percent 
above the very low level of a year ago. If cotton is excluded, how- 
ever, the farm export index was 16 per cent below the 10 year 
average and 24 percent below last year. 

_ Before coming to a discussion of the causes which have resulted 
in adverse effects on American agriculture rather than in any ex- 
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pansion due to war demand, a clearer picture of the actual 
perience in agricultural foreign trade during the war period can! 
had from a rapid review of recent developments in United Sta 
foreign trade in relation to world trade in the principal commoditit 

1. corron. World cotton exports during the seven months I 
ginning August 1, 1939, were 8.3 million bales compared with ¢ 
million bales a year earlier, an increase of 39 percent. This increz 
was almost wholly due to very greatly enlarged shipments from t 
United States to the United Kingdom, in addition to larger shi 
ments to nearly all the neutral countries (cf. Table XI). Egyptia 
shipments to the United Kingdom and France were also considera 
over last year’s levels. Exports from British India, Brazil, Arge 
tina and the Sudan were all below the levels of the last season. 

From August to February, 1939-40, the United States exported 
5.2 million bales of cotton compared with 2.6 million bales a ye: 
earlier, or an increase of 100 percent. Exports thus far this seasc 
have been 13 percent below the 10 year average level howeve 
Imports of raw cotton by the Allied and neutral countries and mit 
activity in these areas continued on a high level, as a result of co 
tinued demand for military and civil defense requirements and _ 
considerable restocking movement in industry and trade. ‘Totd 
European imports of American cotton during August-Februa 
1939-40, were more than twice as large as in the same period la 
year. It is estimated that about 600,000 bales have been used t) 
rebuild stocks depleted before the outbreak of war. The situatior 
however, has been beginning to show signs of a change during thi 
second half of the 1939-40 season. Efforts on the part of Allies 
and some neutral countries to maintain their export trade in cotto 
textiles were not entirely successful prior to January. Besides, thy 
nature of the factors influencing the large European imports thu: 
far this season is such that they cannot be relied upon to continue 
throughout the spring and summer. 

The conditions surrounding the operation of the export prot 
gram were particularly important. The program was announce 
as temporary, and only a limited appropriation was made available 
from which to make payments. The rate of payments to sellers 
was decreased several times before the program was finally dis: 
continued in December. The export price of United States cotton 
under the program was looked upon as a more favorable one than 
was likely again to prevail for some time. Consequently, purchasers 
rushed to take advantage of the low price, not only for the purpose 
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f covering current requirements but also in order to build up 
ecks. Nearly three quarters of a million bales of the cotton sold 
nder the program still remain to be shipped. When this 
mount is shipped, however, the prospects for further exports are 
kiremely uncertain. During much of the World War, foreign 
emand for cotton was relatively low. Although cotton is used 
<tensively in war materials, civilian consumption in war time is 
sually greatly reduced. Since January, cotton exports have been 
ecreasing rapidly. : 
2. wueat. Exports of wheat grain and flour from the principal 
irplus regions of the world during July-March 1939-40, came to 
bnsiderably more than during the same part of last season. United 
ates wheat exports were drastically reduced, totaling less than 
7 million bushels as against the comparable figure for last season 
“nearly 85 million. Argentine shipments, on the other hand, 
mough they declined somewhat in January, rose to 126 million 
ushels for the 9 months period, compared with only about 59 
lillion last season. Canadian trade figures indicated exports 
taling nearly 37 million bushels above those reported for July- 
arch 1938-39, but it is probable that actual overseas shipments 
e slightly less this year than last, because much of the wheat 
itering the United States for storage or transshipment, and in- 
luded in the Canadian returns, has not yet been shipped abroad. 
‘The United States accounted for only 10.3 percent of total wheat 
sports, or less than half its last year’s share, Canada for 35.5 percent, 
rgentina for 28.0 percent, the Danube Basin for 15.4 percent, and 
ustralia for 10.8 percent. Of the quantity exported from the 
nited States during July-March only half went to European coun- 
ies this season as compared with 71 percent last year. Latin 
1erica, the Orient, and the Philippine Islands all increased their 
’rcentages this season, shipments to these countries being largely 
1 the form of flour. 

Exports to the United Kingdom, the chief foreign market, were 
egligible, and in view of the determination of the United Kingdom 
) purchase wheat from Empire countries as far as possible a very 
stantial reduction will in any case take place. Surplus stocks 
, Canada alone at the outbreak of war were adequate to supply 
nited Kingdom requirements for more than two years. Reper- 
issions of the falling export demand have contributed to upset . 
e free market in wheat in this country to such an extent that 
ices fell to abnormal lows. The result was the fixing of minimum 
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prices in the open market. : 
3. corn. Asa result of decreased buying by the United K{ 
dom, Canada, France, and the loss of other European markets, cq 
exports from this country fell from 60,086,000 bushels in the J 
February period 1938-39 to 26,825,000 bushels in the same perf 
1939-40. Competition from Argentina was undoubtedly a fae 
in this decline, and threatens to be even more so in the fut 
In spite of smaller production in the last two seasons, the price 
Argentina corn had fallen to 34 cents a bushel in March 1¢ 
compared with a price of 65 cents in the United States. ~ 
estimate for the coming season envisages a crop that would 
the second largest on record (about 434 million bushels), wh 
the exportable surplus available on April 1 was about 373 mill! 
bushels. : 
An attempt has recently been announced by the Government 
move a small part of the corn surplus in this country by means 
an export subsidy. Foreclosed loan stocks, forming part of © 
estimated carry over of almost 700 million bushels in 1940, ¥ 
furnish 20 or possibly 30 million bushels for subsidization, a 
cost of $6 millions. i 
4. FRESH FRUITS. United States exports of fresh decidua 
fruits during the 6 months July-December, 1939, amounted | 
considerably less than in the previous year. Apples were : 
2,447,000 bushels, or about 40 percent of the 1938 movement; pes 
at 1,748,000 bushels, or about 54 percent; and grapes to 56,818,() 
pounds, or 73 percent. Reduced shipments to Europe were 1 
sole cause of this drop, and may be directly attributed to the w 
in conjunction with heavy European fruit crops in 1939. The lay 
Canadian apple crop for the 1939 season was another ie 


factor for American fruit sales in the British market. ; 

Citrus fruit exports have declined relatively less than those: 
other fresh fruits, since they are marketed chiefly in Canada whe 
war controls have on the whole been less restrictive thus far than’ 
the United Kingdom and France. Dried fruit exports had be 
expected to expand somewhat as a result of the war since tha 
commodities are of a concentrated nature and were in dem: 
during the World War. The reverse has been true however. 1 
ports of both prunes and raisins to the belligerent countries as 
whole have been reduced from their level a year earlier, and tha 
to neutral European countries have also declined. Important fd 
tors in decreased takings of raisins by the United Kingdom has 


‘- AGRICULTURAL PROBLEMS 207 


peen the purchase by that country of the Turkish raisin surplus 
nd increased imports from Australia. 

_ 5. tTopacco. World trade in tobacco is largely made up of 
American tobacco exports, with the addition of smaller quantities 
riginating in Turkey and the Balkan countries. Since the United 
Kingdom is by far the largest customer for American tobacco, the 
lrastic war-time restrictions placed on imports of tobacco by the 
ritish Government have had a disastrous effect on American ex- 
vorts. Tobacco leaf exports from this country for the 6-month 
eriod ending February, 1940, amounted to only 177 million 
»ounds, compared with 307 million a year earlier. 

_ The British and French Governments have placed orders for 
Purkish tobacco against funds advanced to Turkey. The annual 
akings of Turkish tobacco will amount to several times the com- 
bined annual consumption of Turkish tobacco in the United King- 
lom. and France in recent years. The same Governments have also 
blaced orders in Greece for 7.7 million pounds of Greek tobacco 
luring 1940. The Turkish agreement is estimated as likely to 
ing about 20 million pounds of Turkish tobacco annually into 
he United Kingdom as compared with an average importation of 
round 215 million pounds of United States tobacco. 

" Some expansion has taken place in United States exports to neu- 
tals, especially the Netherlands, but these countries are only minor 
markets at best. Exports of dark-fired Kentucky and Tennessee 
obacco appear to have fared somewhat better, but as this variety has 
is heavy seasonal movement in the spring, data for the war period 
re of little importance as a measure of prospects for the year as 
whole. 

_ 6. HOG pRopucTs. Of the three principal producing countries, 
Denmark, Canada, and the United States, Denmark alone, owing to 
ts position and dependence on imported feedstuffs, has found both 
ts capacity to produce and its markets restricted by war conditions. 
Sritain, again the largest importer of bacon, hams, and lard, was 
yurchasing 380 million pounds of Danish bacon and ham in 1938, 
ompared with 169 million pounds from Canada, and only 49 mil- 
on pounds from the United States. 

Fe Though figures for war-time shipments to England from Den- 
ark are not obtainable in any degree of accuracy, the fact that 
Janish production for the British market was being restricted 
efore the German occupation of Denmark was made clear in the 
a agreement made at the beginning of the’ war. 
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Under the terms of this agreement, Canada agreed to supply 
United Kingdom with approximately 230 million pounds annua 
an amount far in excess of previous Canadian production 
export. Domestic consumption in the United Kingdom 
naturally not maintain pre-war levels during the war, but at 
same time it is obvious that the Canadian increase alone will : 
compensate for the reduction in supplies from continental Eur 
In 1938 these amounted in all to 565 million out of a total of ’ 
million pounds. 

Thus the demand for United States pork might increase, 
while export figures were well maintained during the first ¥ 
months, sales have recently fallen off. In the first 3 months of I$ 
pork exports increased over 100 percent as compared with the sa 
period of 1939, 88 percent of total exports from the United St 
going to Canada and the United Kingdom. In March, howev 
exports to these countries, as a result of wartime measures, 1 
considerably from their previous high levels. Lard exports in t 
same 3 months decreased by 2 percent compared with the sa: 
period of 1939. 


United States Imports of Agricultural Goods ¥ 


Total imports of agricultural commodities were 33 perce 
larger during the first 6 months of the war than in the correspondi. 
period a year earlier. Supplementary farm imports were 26 perce 
higher. The rise was associated with the relatively high level - 
domestic economic activity and industrial production that has p 
vailed during the current year. The index of industrial productia 
according to the Federal Reserve Board’s figures based on t: 
1923-25 average rose from 103 in August to 128 in Decemb 
Production declined in the new year, the index being 119 
January, 109 in February, and 103 in March. | 

Among leading farm products imported, the most  strikin 
increases in the value of imports occurred in wool, feeds and fo 
ders, sugar, cattle, hides and skins, and molasses. The large il 
crease in wool imports was associated with a rise in the index « 
domestic consumption of wool from 118 to 136. The increases - 
feed and fodder and cattle imports were associated with relative: 
high level of cattle prices in the United States during the currer 
fiscal year. Cattle prices have been above parity throughout tl! 
period. ; 
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_ Leading imported products whose trend was contrary to that of 
he group as a whole were flaxseed, vegetable oils, and raw cotton. 
mports of flaxseed declined by 38 percent due to an unusually 
arge domestic crop. The decline in vegetable oil imports was 
ssociated with increased supplies of domestically produced oils 
ad fais (especially lard and soybean oil) 


TABLE XIi—Improrts oF AGRICULTURAL PRopucTs JULY-MARCH 
a 1938-39 anv 1939-40 


July-March 
1938-39 1939-40 1939-40 increase (+) 
is decrease (—) 
a Commodity $000 $000 $000 ~—~Percent 
‘otal imports of all commodities.... 1,520,373 1,835,612 315,239 +21 
ipplementary agricultural ........ 353,375 424,516 +71,141 +20 


ugar, excluding: beet...... 20+... 75,514 101,327 +25,813 +34 
incipal vegetable oils, expressed... 34,942 33,557 —1,385 —t 
Hides and skins .............++s00+ 30,642 37,284 +6,642 +22 
ebacco, unmanufactured ......... 28,538 27,432 —1,106 —4 
OE SE fe sisi co cists 390 ie o%e se 2 son oven 16,865 12,460 —4,405 —26 
Wool, unmfd., excl. free in bond.... 12,014 30,597 +18,583 +155 
ttle, dutiable ..............-..+- 10,344 11,808 +1,464 +14 
luts and preparations............- 11,551 11,191 —360 —3 
ee eee le cece es 9,123 9,776 653" G7 
otton, unmanufactured ........... 6,327 7,558 +1,231 +19 
Seef, canned, including corned...... 5,637 6,750 +1,113 +20 
L955, Salas SSS SISReiioe a gomonnon 5,849 6,992 +1,143 +420 
rincipal feeds and fodders........ 3,702 8,456 +4,754 +128 
| SSS S SR SRS enone ii oon 102,327 119,328 +17,001 -+17 


source: Compiled from official records of the Bureau of Foreign and Domestic 
_ Commerce. 


Reasons for Failure of War Boom to Materialize 


_ Those who predicted a powerful war export demand for our 
arm products at the beginning of the present European conflict 
were no doubt reasoning unduly from the experience of the first 
Jorld War. Two or three years of purchasing by the belligerents 
ut 1914-19 levels, in the same spirit of reckless expenditure bol- 
itered by the assurance of easily extensible credits in this country, 
night well procure a war boom in agriculture, a war boom prob- 
ubly as disastrous in its long term effects on farm economy as the 
ast. But, as we have seen, there has been no sign of any such 
boom during the first months of the war, and most of the indications 
or the future continue to point in the opposite direction. 

1. stocks. On the supply side, world stocks of essential farm 
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raw materials are much greater than they were in 1914. The ta 
world supply of wheat in 1939 was estimated to be 1,800 mill! 
bushels larger than in 1914, while world consumption was 04 
about 900 million bushels larger. No such situation as that dur® 
the latter part of the World War, when there were small wac 
supplies and high prices, is likely to arise. The indicated to 
world supply of cotton for the current season is about 2.25 times 
large as the consumption of American cotton during the preced # 
season. Tobacco and fruits are also abundant. The 1939 Amerid 
tobacco crop of 1,600 million pounds was the second largest 
record. In general, the outbreak of the present war found supp 
of farm products abundant in the United States. ‘ 

2. INFLUENCE OF WAR-TIME CONTROLS ON DEMAND. Aside fri 
the fact that the United Kingdom is our best customer for faz 
goods, the general character of this war, as of the last, makes t 
Allied import policy, combined with Allied military strategy, t 
decisive factor for the determination of the volume of United Staz 
farm exports. i: 

The blockade of Germany, Poland and most of Scandinavia: 
rendered virtually complete both by the action of the Allied nav: 
and by the withdrawal of American shipping from the proscribé 
zones. Exports to these countries have either totally disappear’ 
or will continue to decline in the future. The invasion of the L 
Countries not only removes these countries also from the exp 
market, but closes yet another avenue for re-exports to German 
With the entry of Italy into the war virtually the last of the 
avenues is closed. 4 

Far more important than the loss of these markets, howevé 
are the measures affecting their purchases from abroad taken } 
the Allies in an attempt to regulate their imports in a mann 
consistent with their war policies. These measures affect not-on! 
the nature and quantity of commodities imported but take in 
account also the strategic and economic advantages or disadvantagi 
of different sources of supply, where there is more than one availabl 
The principal economic consideration for the Allies is the husban 
ing of the assets from which payment for foreign purchases mu: 
be made. In this country their balances and securities, added t 
their central gold reserves, made a total of $8,500,000,000 availab 
at the outbreak of war for purchases in the United States. Simil 
resources belonging to the Netherlands, Belgium and Norwat 
added approximately $2,000,000,000 more to this figure. Not a 
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“this will, of course, be spent in this country; but on the other 

and payments will also be possible in the form of exports to this 

untry of goods and gold, of which the British Empire produces 

150 million’s worth annually. 

Obviously these assets must be reserved for vital purchases, 

amely for those industrial and mechanical commodities unobtain- 

ple elsewhere, at the expense of farm raw materials or foodstuffs 

hich can be obtained on more favorable terms within the sterling 

ioc countries. Thus severe decreases have been made by the 

Wlies in their purchases of tobacco, fruits and grains, and the 

“08 pects for cotton, now that stocks are replenished, are not good. 

Political motives are another factor in directing Allied buyers 

‘some markets and away from others. Motives usually fall under 

1e or both of two heads in this respect: to prevent the sale of 

bods to Germany by their purchase on more favorable terms, or 

} secure the political support of a nation by the conclusion of 

vorable trading agreements. 

The most spectacular single action involving both these motives 

as been the Franco-British trade agreements with Turkey since 

e beginning of the war. Before the outbreak of hostilities the 

Ost significant development in Turkish foreign trade had been 

le increase of trade between that country and Germany, at the 

spense of the other Western powers, and especially Italy. In 

cent years Germany took almost half of Turkey's exports and 

ipplied about half her total imports; in the first 8 months of 

9389 Germany bought more Turkish goods than all other states 

mbined. The commercial and clearing agreements between 

e two countries expired on August 31, 1939, however, and, 

though a new arrangement was put into effect on January 31, 

)40, farm exports to Germany were thereby materially reduced. 

| For meanwhile French and British trade treaties were concluded 
ith Turkey allowing for the use of the amortization payments or 
joint loan of about $174 millions, made by the Allies, for the 
wchase of Turkish tobacco, dried fruits and nuts. About 20 
illion pounds of Turkish leaf will be bought annually for the 
sxt twenty years, as compared with 1,600,000 pounds formerly. 
ntil March, 1943, the Allies will buy from Turkey 63,000,000 
yunds of raisins and 50,000,000 pounds of dried figs, an increase 
i trade of more than 300 percent. 

‘Great Britain and France, since the resources of the two nations” 
ie pooled, have, by agreements notably with Canada, Australia 
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and New Zealand, sought to furnish themselves with grains, x 
and dairy products from these countries to the limits of 
Dominion’s capacity to supply. They have then proceeded to obt 
the balance of their requirements in those foreign countries 
which their credit is good and with which they are on favorz 
trading terms. In Latin America, Argentina and Uruguay; 
particular have long had good commercial relations with G 
Britain; Argentina is a potential exporter of several import 
agricultural commodities, particularly wheat and cotton, and s 
commodities are now being sold to Great Britain in exchange : 
British exports. A fresh example of these tendencies was s 
during May, when British Government measures reduced 
freight space allotment for shipments of American cotton 
commercial accounts from 100,000 bales to 30,000 bales plus 20, 
bales of Government barter cotton. Ample freight space, on 
other hand, is being made available for imports of cotton f 
Brazil, where British exports and outstanding British claims « 
pay for Anglo-French orders for raw cotton. 
These shifts have been accomplished through the establishme 
of government regulations. Immediately before and after 1 
declaration of war on September 3, 1939, both the British ; 
French governments issued a number of decrees establishing cont: 
over imports, exports, and domestic production and consumptii 
of foodstuffs. Such decrees were unnecessary in Germany, whi 
had been operating under a virtual war economy since 1934. 
Import control is aimed at limiting imports, wherever pr. 
ticable, to essential commodities and war equipment, and to restr 
entry of luxury goods or articles of secondary importance. 
is done by placing goods on a list prohibiting their importati 
without a license; so that the Government is thus enabled to contr 
directly the price, volume and sources of such goods. During t 


products were placed on the British list, though these includ 
most United States foodstuffs shipped to the United Kingdo: 
The Ministry of Food announced on March 21, however, I 
complete control over foodstuffs would be established by prohibitix 
the importation of all foodstuffs, except under license. Ope 
general licenses can be obtained for the importation of certa’ 
products from British and French countries, as well as for a fe 
from all sources. With regard to France, all imports requi: 
an official certificate establishing that delivery of the requisi 
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reign exchange has been authorized by the Office of Foreign 
xchange or that the imports in question require no settlement 
| foreign exchange. 

‘In conjunction with Government control of stocks and prices, 
tioning has been introduced for some major commodities in the 
nited Kingdom. The effects are chiefly felt in meat, sugar, butter 
d bacon. In France the same objective of reducing, or at least 
trolling, domestic consumption has been achieved by prohibiting 
e sale of major foodstuffs on certain days in the week. 

| The entire agricultural industry of the United Kingdom was 
jaced under the control of the Ministry of Agriculture during 
€ war emergency by the Defense Regulations promulgated August 
», 1939. The principal objective is to see that land is used 
ficiently and exclusively for the enlarged production of essential 
pdstuffs. The Minister of Agriculture enjoys absolute power 
this respect and may terminate any tenancy or dispossess any 
yner-occupier whenever the land in question is not being culti- 
ited in accordance with good farming practices. It was planned 
place an extra 2 million acres of grassland in cultivation before 
ecember 31, 1939, and subsidies were to be paid to assist in the 
owing. On March 15, it was reported that 1,370,000 acres of 
w crop land had been created. Northern Ireland reached its 
iota of 250,000 acres on March 31. In addition to the shortage 
labor and tractors, farmers have been handicapped in their 
Owing operations by the excessively severe winter. France, owing 
its greater degree of self-sufficiency, has done less toward actual 
sumption of Government control over agriculture, though such 
mtrol is authorized under existing decrees. A Committee has 
en set up in each of the 90 provinces to advise farmers in adjusting 
eir output in line with national food requirements and to facilitate 
pasures providing for the requisite agricultural labor, draft 
‘imals, fertilizers, seed and fodder. 

It is hardly necessary to speculate on the effect of these Allied 
port policies on American agriculture; the effect has already 
en too noticeable. England stopped all purchases of American 
bacco; if the Government had not arranged for the purchase 
'the producers’ surplus the effect on tobacco farmers would have 
en disastrous. The same thing happened in California raisins. 
eat Britain and France admit Canadian and bar American apples. 
gland by one move took over the Australian, New Zealand and 
dian wool crops at a set price for what she requires and proposes 
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to sell the remainder to the United States at a not inconsideg 
profit. wae 3 
Changes in the purchasing policy of the Allies in the f ff 
will be principally conditioned by two factors. The first i. 
successive losses of European sources of supply, of parti 
importance to Great Britain. A further decline in dom 
consumption can compensate for a part of these losses—the reduyy. 
of the amount of dairy product rations since the invasion of | 
mark is a sign of this policy in action—and increased buying » 
the Dominions can compensate for another part, but some esse 
commodities may also have to be bought in the United $ 
The other factor is the transportation problem. In the everg 
intensified submarine warfare, or of destructive air bombin; 
the British Isles, the expense and danger of bringing goods 
distant Dominions might well be greater than the cost of spem 
more money in this country on foodstuffs to be transportee 
the comparatively short North Atlantic route. 
Yet another factor which will become increasingly serious 
longer the war continues is the large number of refugees : 
the areas of combat, who are pouring into England and the int 
of France. It is estimated that as a result of the invasic 
Belgium and Northern France, approximately 5 million people : 
had to leave. Such an influx represents a new and serious st 
on the food supplies of the receiving areas, and may, if it con 
have some effect on the import policies of Britain and Franc 
Taking all these factors into account, it would appe 
any return to pre-war levels of buying by the Allies in this cc 
is remote as far as 1940 is concerned. If the war continues 
long, demands may increase, but the cash resources available 
be reduced, unless bolstered by the extension of credits or | 


em 


Immediate Effects 


Faced with this situation in our principal export market, , 
its aggravating effect on agricultural problems already exis 
in this country, what hopes may the United States entertai 
tiding over the ill effects in the near future, and what meas 
can be adopted to achieve this? 

The view is often advanced that the increased indus 
production resulting from purchases of war materials in 
country as well as home defense measures will raise purcha‘ 
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wer and consequently consumption of agricultural products. 
has been shown elsewhere that farm incomes expand with indus- 
al incomes, and a rise in industrial activity will certainly increase 


estic consumption of farm products, but what degree of indus- 
al activity must we expect before the effects on food consumption 
li be such as to balance the loss in exports? 

Improvement in conditions affecting the domestic demand for 
1 products has been pronounced since August. Consumer 
and increased in strength with industrial activity during the 
quarter of 1939, a fact which no doubt accounted for the 
ntenance of farm income at “normal” levels in spite of export 
ses. The usual seasonal decline took place in October, November 
d December, though the level was higher than in December, 1938. 
eductions in income from cotton, tobacco and livestock accounted 
¢ a more-than-seasonal decline from December to January, but 
= decline was again less than seasonal in February, and the 
vel remained higher than a year ago, though a general decline 
‘the demand for farm products caused the seasonally adjusted 
dex of income to drop from 84.0 percent of the 1924-29 average 
C ebruary to 76.0 percent in March, compared with 72.5 percent 
March, 1939. 

For the first quarter of 1940, however, cash farmer income 
luding Government payments was 12 percent higher than a 
ar earlier and amounted to $1,987,000,000 compared with $1,773,- 
0,000 last year. Income from farm marketings of $1,696,000,000 
s°7 percent higher than the $1,581,000,000 received in the first 
arter of 1939. Government payments totaled $291,000,000 in 
e first. 3 months of 1940, compared with $192,000,000 from 
muary to March last year. 

‘The decline from 128 in the Federal Reserve Board index of 
dustrial production in December, 1939, to around 103 in March 
this year was one of the most rapid on record. It also represented 
downward trend in the conditions affecting the domestic demand 
r farm products. The decline, however, was in line with earlier 
pectations that there would be a temporary period of readjust- 
snt in industrial production while output was brought into 
tter alignment with consumption and inventories. This is borne 
t in that the decline in March was less than half that of either 
inuary or February, and weekly data indicate that by April 
proximate stability had been reached. Industrial activity turned 
ward in the first part of May. As is usual, the decline in consumer 
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purchasing power has lagged behind the decline in produc 
activity and has been much more moderate. The demand 
some farm products, such as meats, fruits, and butter seem 
have been affected to some extent by the recession in busiti 
although the various commodities show mixed tendencies in . 
regard. Sharp declines have taken place in prices of grains 
cotton during May, but owing to the small marketing of tit 
products in May the effect on farm income has not been serio 

Income from farm sales increased slightly from Marcel 
April instead of making the usual seasonal decline, and the flatter 
in the downward curve of industrial production with the prospf 
of a rise in the future makes likely some improvement by sum: 
in the economic conditions affecting the demand for farm produ 
Thus the record shows that in spite of the damaging effects of the : 
on the export trade in farm goods, other influences, princip: 
government support combined with increased domestic consumpb 
due to greater industrial activity, have so far compensated for th 
losses that American agriculture finds itself better off than last y 

On the other hand, it must not be forgotten that whatever incre 
occurs in consumption within the U. S. will certainly not coinc 
with those crops which will be in surplus owing to loss of expy 
markets. Fundamental readjustment of production policies ¥ 
be necessary unless the exporting farmers are to continue to su: 
hardship. Drastice reduction would probably be needed, — 
example, in both cotton and wheat acreage, since domestic ci 
sumption is probably not capable of a significant increase in eitli 
case. Obviously, therefore, the solution for immediate difficult 
which would involve the least readjustment would be a_ pol} 
which would restore farm exports to their former level, or increz 
' them at the same time that industrial expansion at home broug 
about a rise in domestic consumption. 


Possible Measures to Benefit Exporters 


1. To meet the immediate situation, the United States 
seek to underbid other suppliers by subsidizing agricultural expo! 
Objections can be raised to a subsidy policy, however, on mai 
economic grounds, not the least of which being the fact that t 
ultimate tendency of subsidies, as it has been observed in the pa 
is to keep domestic prices high. The fundamental objection too 
subsidy policy, however, is the negative defeatist attitude whic 
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represents. Subsidies contain no healthy germs of future growth 
international trade, they are merely dead-end efforts to hold 
arkets, violating the best principles of multilateralism and without 
en the relative advantages of direct barter. Moreover, were such 
policy adopted in the present case, the unwillingness of the 
lies to spend their limited dollar resources on agricultural 
oducts in this country while alternative sources of supply were 
1 open would still present an insuperable difficulty. 

=. In the second place, the United States could repeal the cash 
id carry provisions of its neutrality legislation, and grant credits 
‘the Allies for the purchase of agricultural products, thereby 
wmitting the Allies to use the whole of their present dollar 
sources for the purchase of war materials. On the basis of 
evious experience and the probability of the future economic 
ubility of the belligerents, such credits would most likely not be 
paid in full, and would thus present too great a risk for private 
erests to undertake. The responsibility of making such credits 
grants available would therefore devolve on the Government. 
he political aspects of such a step are obvious; many elements in 
e United States would regard such action as a step toward 
volving this country in the war. 

If the war continues through 1941 and the terms of such credit 
sre sufficiently favorable to attract a depreciated sterling away 
pm the sterling bloc markets in any quantity, an export boom 
uld be exteremely probable, and with it temporary agricultural 
osperity. Even with this desirable conclusion, however, the 
ficulties and dangers of a sudden and unplanned boom, such as 
curred during the last war, would have to be overcome. A too 
pid expansion would endanger the whole program of land - 
servation, and prepare the way for the same conditions of surplus 
‘oduction and slump after the war. On the other hand, a short 
wr may mean a Germany victory, thereby making any policy of 
anting credit improbable. 

3. A third course is that which has been followed by the 
overnment up to the present, notably in the case of tobacco, 
mely, the purchase by the Government of export surpluses 
maining on the producers’ hands for relief distribution and 
prage. Provided the funds available are large enough there is 
thing to be said against purchase for distribution, although 
€ great increase in such purchasing which would be necessary in 
der to absorb all the surplus stocks would involve a far more 
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extensive two-price policy than has been considered to date. Purcif 
for storage can be only a stop-gap measure; the difficulties 
continuing it over a lengthy period would be prohibitive. Howe 
one should frame short-term policies with a view to long-t: 
probabilities, and if it were considered that the war might be shi 
and that the nations were likely to revert to the original t 
channels and freer trade practices, a stop-gap policy of Govern: 
purchases might suffice. 


Ni Ba 


The Trend of International Trade 
g 


It has become apparent in the course of the events leading 
to the war that autarchy, regarded as the policy of econo: 
self-sufficiency within the boundaries of a nation intended to ¢ 
strategic security, has passed its peak of application. As suc 
was present in the first ten years of the development of fascist It 
as well as during the first years after Hitler’s rise to power! 
Germany. But the germ of its successor, the doctrine of Lebensrar 
was already in evidence in Mein Kampf, and waited only for 
achievement of a basic security and solidarity before spread 
and dominating. a 

The first achievements of the doctrine of Lebensraum, . 
Manchuria, Abyssinia and Czechoslovakia, marked the chai 
over from a policy of consolidation to one of active expansi: 
expressed in the use of force to broaden national boundaries a 
secure the necessary volume of trade from neighboring areas, ¥ 
the ultimate aim of national predominance. The war ise 
some aspects is a result of the shift from the passive polic 
contraction or consolidation to a dynamic one of expansion. 

Since this expansion is a Government controlled policy, fore’ 
trade, which is both a means and an end for expansion, has be 
directed by the totalitarian powers to conform with nation 
policies. Adequate direction involves complete control by 
central authority of the volume, character, and channels of t Te 
it was the necessities arising from such action which gave ris : 
the bilateralism early adopted by the totalitarian states. W 
increasing preparations for war, bilateral trading methods we 
forced similarly upon the democratic countries, until with t! 
outbreak of war, the economies of all belligerents and neutr: 
in Europe alike found themselves under more or less direct gt 
ernment control. 
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French commerce, which had been free from governmental 
ection, with its foreign trade on a multilateral basis, up to the 
tbreak of war, was immediately controlled, to take its place 
engside the British in the fusion of the two nations. In the 
nited Kingdom, whose share in world trade was much greater 
an that of France, the policy of imperial preference had been 
‘its height since 1932, but had not unduly restricted trade with 
reign countries. Now the complicated situation arising from 
ie necessity of providing the mother country with the adequate 
aports of foodstuffs and war-materials, of apportioning to the 
ritish possessions their share in the war effort, of maintaining 
‘good export volume and of conserving dollar resources for 
sential purchases in the United States, made complete control 
internal and external commerce inevitable. 

The effects of these controls on foreign trade have been seen 
| the workings of the import and export-license system. Exports, 
hich are of particular importance to the British economy, were 
ready enjoying a certain amount of Government protection 
sfore the war in the form of the Export Credit Guarantees 
epartment. Since the outbreak of war a much more vigorous 
dlicy of coordination has been in effect. An Export Council, 
presenting government and industry, has been set up, with small 
oups within each of the major exporting industries to determine 
port policy and extend assistance to exporters where necessary. 
rom the point of view of United States interests the most spec- 
cular efforts made by the Allies in this field are the regulations 
fecting trade with the South American countries. With a 
epreciated currency and a tendency to insist that the pounds 
ae spends in Latin American markets be earmarked for the purchase 
f empire merchandise, it is clear that England has two powerful 
aducements with which to attract orders. In Argentina and 
ruguay she has insisted that at least 95 percent of the sterling 
sent be returned on empire products. In Chile, England is 
ndeavoring to work out a compensation agreement for Chilean 


. 


ool. Similar moves are being made in Brazil, for purchases of 

= meat. In addition to these compensation agreements, 

ew exchange control restrictions have recently been announced 
London requiring South American countries (except Argentina) 
pay in United States dollars for certain imports from Britain 
] 


| a cf. “Problems of War Planning in Great Britain,” PLAN AGE, Vol. VI, 


: 4, April 1940. 
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and British colonies. These regulations, which became effeé 
on March 25, 1940, also require exporters of stipulated commod 
to North America, Switzerland, and Netherland and Belgian 1 ! 
onies, to demand payment in United States dollars, belgas, guililf 
and Swiss francs. 
Among these actual wartime measures on the economic fi 
the Anglo-French economic agreements are outstanding. 
Supreme War Council has set up joint committees on econo( 
cooperation with power to deal with any difficulties arising 
of the supply and purchase of munitions, food, and raw mater} 
and with power to coordinate shipping policy and econog 
warfare. The exchange rate between pounds and francs has bl 
fixed. France and Britain have already made a joint loan 
Turkey of very substantial size. The British Federation of Indust 
and the Confédération Générale du Patronat Francais have ¢ 
cluded an agreement coordinating their manufactures and comme® 
not only for the duration of the war but thereafter. The ree 
of such measures is that there can no longer be a British od 
French economic policy. There can be only one economic Bet 
for the two countries together. 
Although the tendency to bilaterism inherent in these trad: 
practices is more recent in Britain and France, it is recogni: 
in those countries that the greater efficiency and rapidity of actil 
made possible by their use is too important a factor in a war 
totalitarian forces to be neglected. The disadvantage at whic 
state with a relatively free economy, such as the United Stat 
stands in the face of these practices is obvious. Trading methe 
on one side and the other of the Atlantic no longer mesh. Sin 
all purchasing by the Allies in this country is virtually for Gover 
ment account, such purchasing is coordinated and controlll 
by Government appointed commissions. But collective buyi! 
puts individual selling at a disadvantage, and vice versa, and bo 
United States exporters and importers have found difficulties. 
dealing with organized and government sponsored agencies. Alrea 
these importers and exporters are appealing to this Coa 
to take action, and are seeking to organize selling and buyi 
agencies for foreign trade. Some attempts have been ae 
individual producers to organize a selling front among themselv 
In other cases the Government has been requested by produce 
to establish a central marketing mechanism. To date, the G 
ernment has not sought to develop the new institutions 
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chniques that would be necessary. 

Only in respect to one commodity has the Government made 
somewhat significant intervention in the process of sales from 
is country to the United Kingdom. The abrupt cessation of 
bacco purchases by British interests in this country as a result 
British import restrictions left American tobacco farmers with 
disastrous surplus on their hands. The Commodity Credit 
orporation thereupon devised a plan by which purchasing contracts 
sre concluded between British buying interests and growers, 
loting amount of tobacco to the British firms which they agreed 
take up before July 1941 and October 1941, according to the 
ne of tobacco. Meanwhile these purchases were to be for the 
count of the Commodity Credit Corporation, which would in 
y case make itself responsible for certain of the charges con- 
ected with packing and shipping the tobacco to storage in this 
untry. When the British firms found themselves in a position 
take up the contracted purchases they would be able to do so 
payment to the Commodity Credit Corporation of the original 
urchase price plus interest. Thus, while title to the tobacco 
mained in the hands of the Commodity Credit Corporation, 
was hoped that stocks would ultimately be taken up by British 
wrchasers and distribution problems in this country would be 
lieved. 


ong-Term Prospects for Agriculture 


The impact of war has been serious enough as we have seen 
Dove, but the problems raised have either been in addition to 
have aggravated those maladjustments already existing, which, 
aving had longer to develop, are much more deep-rooted. Thus 
would be futile to expect that the measures which have been 
r which might be taken to tide over the immediate effects of war 
ill be effective in correcting the fundamental causes of agricultural 
rplus, low living standards, and the other features of the agri- 
Itural problem. What possibilities are there for a recovery in 
merican agriculture in the future? 

Future developments in foreign markets and international 
ade, and consequently in the domestic market in this country, 
well, will depend on the outcome of the war. It clearly is 
npossible to make anything other than assumptions regarding 
1e more likely political possibilities and their consequences. 


en 
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Assuming an Allied victory, however, or at the least a preserva, 
of the pre-war status quo, it seems probable that, while the prin) 
activities of the Allies will be toward recovery by the most effecl} 
and rapid means, this may represent an opportunity for collabora‘ 
by the United States, providing this country possesses the 
and initiative to do so. A return to trading methods freer t 
those prevailing in the thirties or even in the twenties might t 
be possible, between individuals, but within the framework 
new international organizations. Equally, of course, the res 
of an Allied victory might not be like this at all. Econog 
prostration might cause the British and French to retire e4 
more behind the united front of their empires, which toget 
form a formidable economic bloc. j 
A totalitarian victory, on the other hand, would preclude 
return to freedom in international trade. Such a victory vor 
mean the inclusion of the entire European continent within 
greatly extended and intensified system of controls. In that c 
our economy would be forced into a defensive position, and) 
not compelled to adopt complete autarchy, would have at Id 
to devise machinery to permit foreign trade without damage f 
our domestic system. . 
Planning for an expansion of foreign trade in agricultu 
products in any case will involve for this country a thor 
investigation of new markets, and the possibility of a shift i 
emphasis on types of commodities exported, since it is pro 
that, with the development of other sources of supply encou 
by war conditions, the comparative costs of trade will have chan 
After the war it may well be that many of the economic activi 
encouraged during hostilities will be without purpose. But, 


past, may it not be probable that new sources of supply develops 
during the war will prove more satisfactory than a return to t’ 
purchase of our agricultural goods? Supposing that the post-w 
world should wish to purchase goods from the United States, will! 
be in a position to pay for them? Surely, confronted as it is boun 
to be with commercial, financial and mechanical dislocations, ‘ti 
post-war world will be in no position to abandon the contr 
imposed on trade. | 
In order to obtain a composite view of future possibilities, a 
study of the prospects for American agriculture must first tal 
into consideration and seek to find an answer to such questio. 
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ecting international trade in agricultural products as the follow- 
o: In a post-war world in which international trade will be 
bre and more directed between organized groups in each country, 
at will be the significance of the reciprocal trade-agreements 
ram? What effects will the growth of bilateral trade agree- 
‘nts between organized groups in each country be likely to exert 
the progress of multilateral trade? What will be the role of 
vernments in international trade negotiations of this kind? 
9 what extent will tariff policies in general be determined by the 
ecutive arm of governments? 

“As a part of the process of planning the rehabilitation of agri- 
itural production and commerce within this country it will then 
‘necessary to frame approximate answers to the following 
zestions: 

(a) What would be the volume and character of agricultural 
oduction required to supply the domestic needs of the United 
ates under conditions of the full ultilization of industrial capacity 
id employment? 

_(b) To what extent can the United States supply this volume? 
that commodities would it be to the interest of the United States 
‘seek from foreign sources? What commodities will the United 
ates be in a position to export? 

_(c) What adjustments from the present patterns of production 
e indicated by the foregoing questions? 

_(d) What shifts of population and employment would be 
volved? 

(e) How far could the United States proceed in making these 
jjustments with the present machinery and what new machinery 
ould be required? 

In a post-war world of directed trade the United States will 
id itself faced with the prospect of integrating its agricultural 
slicy with what will probably be the dynamic policies of other 
tions. What commodity, industrial, exchange, and financial 
ructures will have to be created in order for American producers, 
porters and importers to participate in international commodity 
id trading organizations, and to negotiate with national agencies 
sroad? ~To what extent should the Government play a role? 
Tith the economic power of the Government increased, it seems 
iat the Government should participate in international and 
ansnational bodies. 

_As regards credits and loans, what can be done to prevent a 
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policy of financial credits from further disrupting the bald 
of payments? If the United States tries to finance exports ¥ 
large foreign loans, it would likely produce the same strai 
international capital movements that led to 1929, unless a be 
linkage of loans and trade could be achieved. Even a lib 
gold-loan policy might lead merely to a return of gold to 
country. Foreign nations probably would be unwilling to ¢ 
up needed goods in order to buy gold, and even if they did sec 
gold, even as a gift, they would be tempted to sell it back to: 
United States for needed goods. Hence loan policy must be 1 
to an expansion of consumption at home and abroad, the 
increasing needs and stimulating the desire to exchange goods. 

The present study has sought to review the agricultural siti 
tion and analyze the tendencies which have brought that situat: 
about. Regardless of the outcome of the war, it seems clear t 
the way to a revival of international trade, if it is ever to» 
achieved, is only through ordered national economies, and t. 
we cannot make any worthwhile contribution unless we straigh 
out our own internal economy so that it will function me 
smoothly. With rationally ordered national economies the na 
for international exchange will be greater and not less; moreow 
by raising living standards at home we establish a need for imp 
and thereby help to raise levels of living elsewhere. 


THE UNITED STATES AND CANADA: 
SONOMIC COOPERATION FOR DEFENSE 


The implications of the European war have raised the subject 
the relationship of the United States with Canada to a problem 
the most immediate and pressing nature. It is of no use 
empting to compare the present situation with what happened 
ring the last war; three fundamental differences in the circum- 
nces radically alter the position of the two countries today. 
st, the nature of the war; deep-seated as were the changes 
ught about by the last war there was then no such general 
reat to the political and economic traditions of the world as 
w exists. Laissez-faire, undermined by the World War, was 
1 the ruling factor in post-war economics. But now the indi- 
ions are that laissez-faire, with all its well-known methods 
d habits of trade, is due to suffer a war-change into new ways 
d a new system. Second, the neutrality laws of the United 
tes put this country into a new and often difficult position 
th regard to Canada. Neutrality, for a country which officially 
ognizes certain military commitments in respect of one of the 
ligerents, might be regarded as an anomalous position. And 
rd, the situation of Canada itself within the British Common- 
alth has changed. By virtue of the Statute of Westminster and 
succeeding Privy Council decisions Canada may not have 
rieved that full freedom of action in international affairs 
1ich it feels due to it as a nation, but it has certainly advanced 
long way from its former position of dependency within the 
itish Empire. 
Moreover, in addition to these differences, the tendency during 
inter-war period has been for more and closer economic and 
ologic contacts between Canada and the United States. This 
ll be discussed later. The important questions which face 
PB icans at the present time are, bearing in mind the present 
ditions and their possible consequences, how far is it impera- 
: for North American security to maintain or expand those 
ee how far will it be possible to do so, and what will be 
probable: effects on the two countries of closer cooperation 


226 THE UNITED STATES AND CANADA | 


between Canada and the United States? ; 4 


I. Political Possibilities 


ie ee 


Since Canada is at war, both immediate and long-term | 
nomic policy as between Canada and the United States musi 
framed with a view to the probable political outcome of the co! 
Canadian ideologic and political relations with this country 
capable of profound modification as a result of political and mil: 
developments. It is therefore necessary to take into account 
only the factual basis for framing the economic policy this co 
could adopt toward Canada, but also how far the conditions 
formulating such a policy would be affected by political and i 
logic factors. At the present time events in the European wa 
moving so rapidly that predictions are apt to be disproved b 
they appear in print; and yet we must have some pictur 
Canada after the war in mind if we are to approach the que 
of its relations with this country in a realistic way. . 

The best we can hope to do in this respect is to draw conclus; 
as to the general lines of policy Canada is likely to favor in s 
of the situations which may arise. Three major lines of politi 
development may be assumed as possible. Each of these — 
profoundly affect all relations between this country and Can 

A. A PROTRACTED WAR BETWEEN THE AXIS POWERS AND 
BRITISH COMMONWEALTH—This is to be expected in case the Un 
Kingdom succeeds in holding off the threatened invasion — 
summer. A prolongation of the war into 1941 would introdua 
great many new factors into the contest impossible to foresee; 
the final results of the struggle could most likely be summari 
under the following alternatives: 4 

1. A British victory; q 


2. Russian intervention against the Axis, with eventual vic 
for Russia and Britain, leaving the continent of Europe domina 
by Russia in place of Germany; 

3. A withdrawal of British resistance to Canada, making Can: 
the center of a possibly shrunken empire; 


* The Present memorandum embodies the points made and the conclus: 
reached in a discussion undertaken among a group of experts from | 
sides of the border, held under the auspices of the National Economic 


Social Planning Association as a part of its continuing study of Ameri 
Interests in war and peace. ; 
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4, A weakening of all parties and final compromise leaving 
ch with its independence; 

5. A negotiated peace made by an appeasing government in 
ondon; 

6. An Axis victory. 

Under each of these heads the fundamental choice of Canada 
ould be greater or less collaboration with Britain in any British- 
d schemes. In each case, moreover, the incentive from Britain is 
cely to be toward greater imperial exclusiveness, whether from 
onomic reasons in case of weakness or from ideologic reasons in 
se of a totalitarian regime in London. 

“Canada’s likely attitude might be summed up as a greater will- 
gness to cooperate with Britain in the case of the first four possi- 
lities than of the last two. It is considered possible by some, on 
te other hand, that a long war would intensify Canadian unwill- 
eness to be involved in the affairs of Europe more than is abso- 
itely necessary; would in the end lead to a definite reaction away 
om Europe (noticeable after the last war) and toward closer col- 
boration in North American affairs. How effective such a reac- 
would be if England were to emerge victorious and ready to 
ke the lead in a constructive policy of international cooperation 
ased on the existing nucleus of the Commonwealth is another 
iestion. With regard to the possible removal of British interests 
d of the British Government to Canada, however, it might be 
bserved that the prevailing Canadian attitude at the present time 
‘this proposal is that such an influx from Britain would be wel- 
med only if definite assurances were given that British politicians 
ould in no way attempt to intervene in the direction of Canadian 
fairs. Even the direction of the Empire from a Canadian center 
ppears to present too many problems of possible duplication of 
rivilege and power; there would seem to be no likelihood of the 
‘© governments fusing into an imperial government. Such a trans- 
: can be envisaged only under conditions which would permit the 
ritish Government simply to function in Canada as a government 
1 exile, occupying itself with the problems of the government of 
ngland from a distance. On the other hand, in the case of a British 
efeat, this attitude of the Canadian Government would not neces- 
arily mean the dissolution of the Commonwealth. It might be that 
he Canadian Government itself would take the initiative to ap- 
roach the remaining Dominions with a view to salvaging what 
ould be preserved out of the general collapse. A new union of the 
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Dominions in the Pacific and of South Africa, with its cente: 
gravity in Ottawa, might then be possible. 4 
B. A QUICK AxIs vicrory—The circumstances under which | 
took place and the conditions imposed on London would dd 
mine what happened to the Dominions. These conditions ra 
in possibility from an inclusion of Britain within the German Re 
through the installation of a puppet government in London s 
servient to a German-controlled European bloc, to an arrange 
whereby Britain, in complying with certain German demands a 
ing trade and the control of strategic European points, woul 
permitted to retain its own independence and that of the Ce 
monwealth. As already observed, the hope of Britain would p 
ably be to have the Dominions remain in close cooperation wk 
ever happened; but it is to be expected that Canada would res: 
any attempts at coercion which it suspected to be of German insp: 
tion. Moreover, the United States would be likely to make ev 
effort to prevent Canadian adherence to what it considered a Et 
pean fascist bloc, and accordingly would hold out inducements: 
Canada for still closer cooperation with this country. i 
C. A NEGOTIATED PEACE AIMED AT APPEASING THE AXIS POW 
From all appearances Canada would be very unwilling to be a pa 
ner to this. Even if England were to default, Canadians appe 
prepared to fall back on their second line of defense in this her 
phere. They might make peace with Germany on the principle tl 
there would be no use prolonging a war in which the Dominic 
would have no center of resistance and no means of taking init! 
tive against the enemy, but such a peace would inevitably be f 
lowed by a complete withdrawal from Europe. ; 
This country is concerned not at the possibility of Canad! 
being willing to capitulate to Germany, but at the likelihood 
Canada’s being subjected to the unwelcome but effective influen 
of a fascist Europe through its necessary trade connections wil 
that continent. Germany through England, or England itself, mig 
use the same methods formerly used by Germany in Latin Americ 
and with all the success that the large volume of Canadian tra 
with Europe would make possible. 


II. Likelihood of U.S.-Canadian Cooperation 


_ To approach this question first from the Canadian side, t 
willingness of the present Canadian Government to come to re 
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‘eement with the Government of the United States has been 

ident in the past. A very special relationship between the two 

intries has existed. Neither really considers the other a foreign 

nd, and the international relationship which has existed between 

em is like nothing else in the world except possibly the relation- 

ip that exists between the members of the British Commonwealth. 

isputes which have called for adjustments between the two coun- 

ies have been settled with little difficulty. 

‘That this state of affairs has been affected by the inevitable 

ublic resentment in Canada at the continued neutrality of the 

nited States in this war has to be admitted; but it would be very 

rong to attribute too much significance to emotions aroused by 

‘traordinary conditions and unequally shared. No doubt to those 

. Canada who have always distrusted and feared what they de- 
ribed as the “Americanization” of their country the present atti- 
de of the United States is no more than they would have expected 
d has served to confirm them in their opinions. This is probably 
true of the imperialist diehards as of the chauvinistic isolationist 
roups typified by some French Canadians. But the emergence in 
cent years of a more genuinely Canadian outlook and the growth 
E what may be called a Canadian national spirit has already done 
good deal to remove the barriers of prejudice with regard to this 
puntry. The extensive trade and interchange of tourist traffic has 
elped to a better understanding. 

But Canada has remained in a rather curious state of suspen- 
on between the two major influences—British and American. This 
“reflected even in such concrete matters as the position of the 
anadian dollar. Formerly it was said that when the influence of 
e weakened that of the other was made more strong; since the 
ival of Canada among the company of nations as an independent 
ate this is probably no longer wholly true. But the nature of the 
‘anadian economy is such that to export is essential for Canadian 
fe; if the ties with one side are weakened, leading to a reduction 
trade, those with the other must be strengthened. or Canadian 
-ade and welfare will suffer. Thus, if the result of the war should 
e that Canada wished to withdraw from contact with Europe, and 
ven sever its connection with Britain altogether, Canada would be 
ompelled to turn, if for no other reason than the maintenance of 
ade, to greater cooperation with the United States. This does not 
ean that Canada would welcome incorporation within the Union. 
Then Canada desires to be considered an American nation, it is 
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not thinking in terms of the United States, but of the whole he 
phere. Nothing appears to be further from the wishes of r 
Canadians at present than to lose their independence either 
Britain or to the United States. Indeed, some Canadians even 
that the type of colonial mind in Canada which makes its attt 
ment to the British connection the basis for its fear and dislik4 
the United States might turn all too easily from subservience to I 
don to subservience to Washington. + 

The course of events since the European war entered its in’ 
sive phase has convinced many Canadians of the need for prepa: 
Canada’s second line of defense in this hemisphere. Such a pog 
clearly called for collaboration with the United States in the milit 
measures to be taken, since neither of the great North Ameri 
countries could possibly be made an adequately defensible uniti 
itself; the agreements in process of negotiation at the present tt 
between the two nations go to show that this fact has been realil 
on both sides of the border. The bulk of Canadian opinion is pp 
ably behind its Government in this action, since even those’ 
Canada who distrust the spread of American influence are lik 
to appreciate the material help the United States can give tow’ 
bolstering the defenses of this member of the British Comn 
wealth; the great mass of Canadians who desire only to live on gq 
terms with their neighbor to the south no doubt are whole-hearte¢ 
for it. It remains only to determine what will be the attitude of 
United States to the continuance and expansion of the present poli 

In spite of the fact that Canada has been officially defined! 
coming within the sphere of military interest of the United States 
expressed in the Monroe Doctrine there will probably be tho 
who will say that such collaboration as the leasing of bases aé 
the formulation of joint plans of defense is unwise and prematu 
Defense, according to those who fear all “entangling alliances” 
principle, must stop short at the Canadian border, until such tii 
as immediate danger shall threaten the western hemisphere. Th) 
for those who hold this view, the whole question of whether t 
United States should be prepared to cooperate to a fuller exte 
with Canada resolves itself into the standing debate between ‘ 
tion and intervention. The difference being that the question na 
at stake is not three thousand miles away but on this count 
doorstep. 

Cooperation for defense cannot be a debatable matter in t 
United States any longer. Late as it may be for taking effecti 
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asures, there is no longer any other course to follow, if this conti- 

mt is to be made secure against attack. But the mere leasing of 
s and patrolling of territorial waters is not enough, unless the 
nited States intends to defend Canada single-handed without any 
Ip from Canadians. It is true that agreements are also under way 
r the joint production and joint use of the tools and weapons 
cessary for war, but if the two nations are really to constitute a 
uited front, with a maximum efficiency of supply to keep that 
nt impregnable planned cooperation must go much further yet. 
hat foundations already exist for this cooperation, and what difh- 
Ities and dangers have to be encountered before the mutual will 
cooperate can be directed into the most profitable channels, it is 
e purpose of the present memorandum to discover. 


ul. Ae Canadian Economy and its Relation to the 
United States 


The following figures showing the net value of production in 
mada, by industries, for the year 1937, give a general picture of 
e€ structure of the Canadian economy useful for a preliminary 
preciation of the position. 


TABLE I. 

industry Value $ (Canadian) 
RCT a Merrit ashy. 300s s debieh COEY stad GEM. Se Oaeildanedics $ 678,953,000 
EG Meera oleha = ops 3 o)el ef = ys loumcties = 8) (9) *15) 6] epee) ie, sholinyeiieyo) jeyeieiny« 284,504,031 
SNM SUR Ie ssc efey et ets. aaa sale oi ap oteassoueanay = sie lite 6.0) s Ketaiie lo: <4 ayers 34,439,481 
os MI Ea OA ee ge a ae a a 10,477,096 
USP bp a Se agai a OO CO 0 COEIGe Be DIO MCS cron one nee 372,796,027 
EMPEROR ies aie sole pteeeaaPs carat agus saya goa Ue 140,963,914 
See PIMEST IMAL Y eye eee ee ike Sete IAs clopehe ides a ote annoy sie oi $1,522, 133,549 
wander: 32 eR i Geo OER etGS SO oe CAR etc Se Omi oie on 176,029,679 
a no a ho Rea ee eon artery Senet eee 79,055,000 
| EESHHOS - wa.captateerea debra oe 8 Geared Sica Cicero key ete Ser 1,506,624,867 
BER Ae-SeCONCATY yeti. og:ms cewitel io scythe de sarap ne te ses $1,761,709, 546 
MMO UAL oe ne ae hee ee tenons $2,970,617,510 


The “Grand Total” excludes duplication under manufactures of items in- 
ded under primary production. Dominion Bureau of Statistics. 


With its population of less than twelve millions, and its total 
tional income of approximately $4,400,000,000, ? Canada cannot | 


2 According to estimate made for 1939 by A. F. W. Plumptre in “War Finance 
ee nada. ” May 1940, Canadian Institute of International Affairs. 


202 THE UNITED STATES AND CANADA 


consume all of its present production of some goods, in spite ¢ 
high level of per capita consumption. é : 
CANADIAN FOREIGN TRADE. During most of the years since Cl 
federation in 1867, and especially during the great growing per: : 
from 1904 to 1914, imports entering Canada exceeded total ex pag 
Since that time, except for three years when heavy return movemé 
of funds took the form of import surpluses, in 1921, 1930 and I¢ 
there has been an annual excess of exports. < 
Deep-seated changes have taken place in the composition of b: 
imports and exports over the last half century. Canada’s lead 
imports are now for the most part commodities such as crude pet 
leum, automobiles and parts, artificial silk, electrical apparatus, 2 
aluminum, which either did not exist or were not in demand at 
beginning of the century. Changes in the nature of exports h: 
been even more significant. In 1890, when the great agricult 
expansion had hardly began, Canadian production depended la rey 
upon the Eastern forests, mixed-farming areas, and fisheries. ° 
leading exports then were sawmill and timber products, cheese, fil 
cattle, barley, coal and furs. The year 1906 is the earliest year 
which wheat appears as the leading export. The rise of the grit 
paper and pulp industry to a leading position has been even may 
recent, and similarly with regard to the production of non-ferré 
metals, automobiles and rubber tires. Cattle and dairy produa 
however, the results of mixed-farming operations, have shown — 
proportionate expansion, due to the fact that the new land open 
up in the west was more suitable for grain. The part played by t 
non-ferrous metals—gold, copper, nickel, silver, zinc, lead, aluminu 
and platinum—in supporting Canada’s export trade has increas 
since 1930 with the curtailment of world trade in agricultus 
products. The direct effect of Canada’s resources of water pow 
may be traced not only in the growth of exports of pulp and par 
and electric energy, but also in that of non-ferrous metals, artifice: 


factured forms, and in greater variety. The increased produ t 
products have made C ars 
10% 


out the world. In 1938 Canada was first in world productio 1. 
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th in lead; fifth in wheat; and sixth in automobiles. Fortunately, 
view of this enormous production, Canada in the same year was 
th in world trade and fourth among exporting nations. Its imports 
_ $658,000,000, and its exports at $970,000,000, gave an export 
lance of trade of $312,000,000. 
_CANADIAN’S TRADING PARTNERS. The United States and the United 
ingdom are the most important suppliers of Canadian imports. 
fogether they account for nearly 80 percent of the Dominion’s 
archases abroad. It is also of interest that of the first ten countries 
| order of importance as sources of imports, six belong to the British 
ommonwealth. 


TABLE II. 

. Total imports 
untry 1938-39 $000 (Canad.) 
PEM STRECH MII ea ei yia erro e na oes f= Ge rts be lee sos seca ep se fees 412,477 
oo) ERAGPeeI i) Ge aos oo ucocid Gabe Uiecao. ierernn Sern ano omarion or 115,636 
PMS ELEM TIES ie potty ereccpsi Tia) «Soke al: ay nagiat ede ous Glapeceks erase) eietetes ahateyauereea As 10,564 
NY os Ea ei ai IAS SSIB Si RE GR BIRD Aso noainier ona ciamemcreert aeio 10,117 
EE eR Oe ee One Ie Seale Sieve eee sek Steve eo Salers cae ew ares eee 8,807 
AMMEN CHET MME Pe MEE Se mTS) 0st eae: 0 7SLG ei 3 Gorel a Sibel cliclaa Dillavole le tab aietarstels, ove lee 8,356 
ETS SAME oar sg a Seas, Sees sr eachoner Wena eels stietsyavsisus <pnyensvere axes “ays 7,662 
os (GUEIND osee saute GSES eCHIn Sano emirenpr retain 7,028 
TREAT NINOS) PSL TAC st WS Bey eee FN 6,212 

are mena tn BoI s 14. yn heres Je eS IL as cs cusiclalolehdtese% alecacbia aveoexete 6,066 


Dominion Bureau of Statistics. 


_ Among purchasers of Canadian goods the United States and the 
inited Kingdom are also in the lead, taking 75 percent between 


TABLE III. 

Total dom. exports 
untry 1938-39 $000 (Canad.) 
MRESHAtCS WL. SEE tie ho Geta biecs cel os AR butatteras TleretPer 375,939 
onl TROCEG IA “ae Garin 26 Deine oe cones ear eae eco: eacie crorretae 325,465 
 enllig, 26 SoS 9 MSGS oo Bao Ob oo poe OCOD eran ou ene canOcicr 33,254 
ee soit eB te kiel. clolere sie ele cece sips ese es vcitlne os 008 vies 21,045 
MRRVAITV OR SE. ofa ciclae Sis A) etcvecalolteree inte als efs aictaie 8 bho ols a (ella wlele oe 17,796 
OU LING eran ows cota eho cast aPau alee eae vas oe voreyey sys isu siay"epallapaunipiae Tiss sles ays 17,028 
AMET rag) 5 Stealers typ Gus patel BT ater tee a 15,913 
OnE ee bbe eerie te Ob OO a AD Dn ice Sic icine or niacin 9,952 
EEN ATTA S| Mtns Seer Sen Mice boil oc eheke Siete a dw Sum RPL OSs whew eige twos MISO 9,903 
OMe Sto Wor Soe vice (ose o Sta faKaal\aiinscalleres,‘01.oy.e-4) ot elie olioh@nellailS)(aija: ae) eee. o> e'epenalie 8,777 


Dominion Bureau of Statistics. 


TRADE AND OTHER RELATIONS WITH THE UNITED STATES. The im- 
rtance of the United States for Canada as its largest supplier and 
reest customer has already been noted. Non-metallic minerals 
iefly coal and petroleum products) and chemicals are an in- 
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creasingly important factor in imports from the United Sta 
although iron products again became the most important gre 
in 1935 and there are still large imports of textiles which inch 
raw cotton, and of vegetable products largely comprised of trop: 
or out-of-season fruits and vegetables. 

United States imports into Canada have fluctuated for a vari 
of reasons; the Ottawa Agreements, with their purpose of increas§ 
intra-Empire trade, and the heavy discount which has from time 
time prevailed against Canadian funds in the United States, 
among these. Possibly the most important single factor influence: 
trade between the two countries, however, has been the rise ; 
fall in capital expenditure by the United States in Canada. Tf 
country is Canada’s principal external source for machinery, equ 
ment, and structural materials. The almost complete cessation) 
capital expenditures in the depression, therefore, affected impc 
from the United States more than from any other country, wh 
recovery tends to cause them to rise more rapidly again. 

Canadian purchasing power in the United States, dire 
affected by exports to this country, declined as a result of the hn 
tariffs imposed here during the depression; thereafter imports fre 
the United States showed a greater decline than Canadian expe 
to this country. This situation has been relieved by the Trade Ag 
ments made in 1936 and 1938. The last of these Agreements, sig i 
on November 17, 1938, grants Canada concessions on 202 items § 
sub-items of the United States tariff, covering 83 percent of Ca 
dian sales (dutiable and free) to the United States for the ye 
1937. On 107 of these items, representing $76,577,000 Can. (ab 
half the dutiable imports in 1937) the maxium 50 percent redt 
tion in duty was granted. The principal Canadian products be 
fiting are lumber, shingles, horses, cattle, dairy products, hog pre 
ucts, potatoes, fish, certain grains, hay, poultry, pulp and pap 
metals, non-metallic minerals, ferro-alloys, and many lines of mar 
factured goods. Canada’s concessions to the United States affect 
tariff items or sub-items, under which imports for the fiscal ye 
1937 amounted to about 58 percent of the total imports from t 
United States. iH 


Exports from the United States to Canada in 1939 were valk 
at $493 million, a rise over the figure for 1938, due in part to tt 
generally more favorable conditions for trade brought about by ti 
new Trade Agreement effective on the Ist of January, and in p 


to the stimulus provided during the last four months of the 
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y the war in Europe. However the trend upward was not sufficient 
) raise the total figures for the year to the high of 1937. 

_ Merchandise exports from Canada to the United States in 1939 
nounted to $380 million (Can.). This represented 41 percent 
total exports and was only slightly less than the Dominion’s 
ports to the whole Empire, and was nearly three times the value 
f exports to the continents of Asia, Africa, South America and 
ceania combined. Wood products and paper, the largest item, 
nounted to $166 million (Can.). Of this the largest single item 
as newsprint paper, valued at $97 million (Can.). Other exports 
{ forest origin to the United States in 1939 were wood pulp, at 
early $27 million; planks and boards, at $17 million; shingles 
principally red cedar and exported from British Columbia), at 
early $8 million. 

Agricultural and vegetable products, valued at $79 million, were 
me next largest group in value of exports to the United States in 
939. The figures, however, are somewhat illusory, since a consider- 
ple quantity of the wheat included was for reshipment to some 
1er destination. Nevertheless the United States offers a profitable 
arket for numerous Canadian farm products, particularly potatoes, 
ich were valued at over $900,000 in 1939. Of manufactured 
pricultural products, the most important for Canadian export pur- 
pses is alcoholic beverages, valued at $8 million. Animal and fishery 
oducts exported to this country in the same year, 1939, amounted 
$44 million. 

Canada exports about 90 percent of its output of important 
dustrial metals, total exports to the United States in 1939 amount- 
g to nearly $50 million. The principal individual metals were as 
llows: 


Bn ele Pee ee a ' $28,743,453 
COT ne n> ity eH ee 8,512,369 


2 See ita anaes Seeieeta Saeed 447,502 
geval. 52% he i eet 2s Se ieee 400,352 
Men arian bea ¢ 28 catenin 64,868 


Asbestos is the principal non-metallic mineral exported from 
anada. Exports to the United States in 1939 were valued at nearly | 
million, more than half the total exports of this commodity. 
ports of artificial abrasives to the United States in 1939 amounted 
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to $3,300,000, or 75 percent of the total; while chemicals and all! 
products were sold to the United States to the volue of $9,700,0I 

Finally, under the heading of miscellaneous products, Cana 
sold to the United States in 1939 electrical energy valued at o 
$4 million, and photographic films valued at over $1 million. 
export market for electrical energy is, of course, limited to ar 
adjacent to Canada. Its export is under license by the Domini 
Government although the water powers themselves are under — 
jurisdiction of the various provincial authorities. Apart from 
inappreciable amount sold to Alaska, the United States constitt 
the only export market for electrical energy. Incidentally, it mig 
be mentioned that power developments on international waterw 


are subject to a joint agreement. 
TABLE IV. , 

UNITED STATES TRADE WITH CANADA; BY ECONOMIC CLASSES‘ 
(THOUSANDS OF DOLLARS) 3 


Exports of U. 8. merchandise Imports for consumptio: 


1937 1938 1939 1937 1938 19% 
Totaly tac toe a 491,489 452,957 473,288 394,241 256,647 
Crude materials ... 135,278 110,586 125,054 42,273 34,406 
Crude foods ....... 32,539 *66,784 25,770 60,945 19,661 
Man. foods. Ff ..,- «i<:as 8,440 8,214 12,820 42,011 18,692 
Semimanufs. ...... 73,762 52,956 68,701 107,496 70,089 
Fin. manufs ....... 241,468 214,416 240,942 141,515 113,798 129, 

Percentage Canada takes or furnishes of total trade in each 

TL otalaptetnteatcmar. 14.9 14.8 15.2 13.1 13.2 
Crude materials ... 18.7 18.6 oes, 4.3 6.0 
Crude foods ...... 31.1 26.8 23.2 14.7 7.6 
Man. foods", .t..5 4.7 4.5 6.3 9.5 6.0 
Semimanufs. ...... 10.9 10.4 11.2 17.0 18.2 
Fin. manufs. ...... 14.9 14.1 14.5 25.7 27.3 


U. S. Bureau of Foreign and Domestic Commerce. 


*The 1938 figures include large quantities of United States grain ship 
through Canada (mostly through Montreal) to foreign countries, but gi 
exports were small in 1937 and 1939. 


+ Includes wines, spirits and other beverages. 


The largest value gain in commodities imported into the Uni 
States in 1939 was in nickel, but there were many other increas 
including newsp<int, wood pulp, logs and lumber, asbestos, er’ 
lizers, and artificial abrasives. Many items of agricultural impoo 
from Canada showed gains for the year, among them the grains, , 
the result of the Dominion’s large 1939 crop, the first in almost 
decade which was not damaged by drought. In addition to the i 


creased import of Canadian wheat for milling in bond and re-export 
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here was a large wheat movement into the United States for storage, 
ending shipment overseas, not shown in the above figures. 

- In exports, the changes in the movement of grain have con- 
sealed the real size of the rise that has taken place between the 1938 
md 1939 figures. An important section of the commerce between the 
wo countries has been the transit trade through the United States. 
ut due to various reasons this trade has declined both ways during 
he last few years. This decrease has followed: 1) general propa- 
yanda to utilize Canadian sea and river ports; 2) additional con- 
essions to goods imported under the preferential tariff if they reach 
Janada direct. Between 1920 and 1938 imports via the United 
tates decreased from 9.5 percent to 2.0 percent of the total im- 
sorts from overseas. The percentage of exports from Canada to 
verseas countries going via the United States declined from 
9.4 percent in 1927 to 11.4 percent in 1938. An important fac- 
or in the decline for recent years was the requirement of direct 
hipment for goods to qualify under the Empire preferences 
ntroduced in Britain, but this factor was cancelled, so far as wheat 
s concerned, under the United States-United Kingdom Trade 
\ereement which came into effect January 1, 1939. In spite of this, 
he routing of Canadian grain to the United States was accom- 
anied by a reduction in shipments of United States wheat through 
Janadian ports. If exports of grain to Canada are excluded, both 
rom the 1938 and the 1939 totals, the over-all gain in other United 
states exports to Canada was approximately $68 million rather than 
he $26 million shown in the totals. To a greater extent than in 
mports the rise in exports took place in the last months of the year, 
when the increased buying power in the Canadian West resulting 
rom the good harvest coincided with the war stimulus. 

cotp—In the foregoing discussion of trade between Canada and 
he United States no mention was made of gold. It is difficult to 
ist gold among the general commodities of international trade 
wing to the special qualities and conditions which pertain to it. 
he production of gold in Canada from all primary sources in 1939 
amounted to 5,095,176 fine troy ounces, valued at $184 million 
(Can.) . Statistics showing the destination of exports of gold have 
ot been published since the outbreak of war. But in any case, gold 
does not move in international trade in any direct or normal rela- 
tionship to sales and purchases. It may be bought or sold abroad 
without moving in or out across the frontier. Nearly all of the 
Canadian production of gold is sold abroad. Net sales, including 
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gold earmarked to the account of clients abroad, as reported by | 
Bank of Canada for the calendar year 1939, amounted to $} 
million (Can.). I 
While there is no certain knowledge as to the countries in wh! 
this gold was sold, it is safe to assume that most of Canada’s gq 
was sold here, since the United States has been, in recent yez 
the world’s predominant market. The availability of the Uni 
States market for the yellow metal has contributed largely to 1 
extensive growth of the gold-mining industry in Canada in recq 
years, which has provided a support of the first importance to t 
maintenance of Canada’s export trade. 
TOURIST TRADE. In the economic relations of this country wy 
Canada the tourist trade has always played a not inconsiderah 
part, especially for Canada. The tourist is a consumer of goo: 
and to an even greater extent, of services, which in modern life z 
becoming increasingly important. The expenditure of foreign ¥ 
itors in a country not only directly benefits merchants, farmes 
laborers, and others, but through various taxes helps to swell g 
ernment revenues. It is also an important factor in the balance: 
international payments, having the same effect thereon as wo 
the export of additional commodities. , 
The value of Canada’s tourist trade reached its high point 
1929 when the estimated expenditures of her foreign visite 
amounted to approximately $309 million (Can.) , while the expend 
tures of Canadian visitors to other countries totalled approximates 
$122 million. These figures naturally declined over the depressi¢ 
period until 1934 when they again took an upward trend. A 
liminary estimate made by the Dominion Bureau of Statistics placg 
the total expenditures of foreign travelers in Canada in 1939 . 
approximately $275 million (Can.), of which $262 million repri 
sented expenditures by visitors from the United States. More Can’ 
dians visit this country annually in proportion to the difference i 
population than the opposite movement of United States citizen 
to Canada. In 1939 tourist expenditures of Canadians abroa: 
amounted to $110 million (Can.) , of which $95 million representet 
expenditures by tourists in the United States. j 
INVESTMENT AND FINANCIAL RELATIONS. In the opening decade 
of the century, the expansion in Canada was largely based on capitz 
imported from the United Kingdom, at least $1,500 million (Can.. 
being imported during 1900-12. During the war of 1914-1918 
latent capital resources of Canada itself were for the first time 
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loited on a large scale, nearly $2,000 million (Can.) being raised 
y the Dominion Government. 

_ The rapid growth of United States investments in Canada took 
laced after 1914. By 1926 these investments had reached the 
gure of $3,161,200,000 (Can.), which by 1930 had increased to 
4,298,400,000 (Can.). This influx of capital followed two con- 
asting channels. A large part of the capital was raised through 
1e sale of new issues in New York, but the capital coming to Canada 
rough the channel of direct investment also has been increasingly 
eavy. Since 1930 there has been a reduction in the value of United 
tates investments in Canada, as a result of the redemption of Cana- 
jan securities owned in the United States, changes in the values 
f£ equity investments in Canada, and other factors. 


TABLE V.—CapitaAL INVESTED IN CANADA BY OTHER COUNTRIES 
(MILLIONS OF CANADIAN DOLLARS) 


Country 7914 1919_...1926,. 1930... -1935.. 1936. 1937 
nited Kingdom ...... 2,712." 2,607 42,598 9 2,766 2,729 2,719: 2,685 
Mited States ......... 904 1,800 3,161 4,298 4,045 3,974 3,932 
BEES Hct 2) 50). (ieee wiee.s 178 173 132 132 124 130 148 
ere 3,794 4,580 5,891 7,196 6,898 6,823 6,765 


Estimated by the Dominion Bureau of Statistics except for 1914 which was 
timated by various authorities. 

‘About half the present figure of United States investments in 
‘anada represents direct investments in branch and subsidiary con- 
rns; the remainder consisting of investments in Canada and 
sanadian controlled and owned concerns. United States citizens and 
rporations own one-seventh of the total Dominion funded debt; 
Imost one-quarter of the funded debt of the railways and of the 
rovincial Governments; and considerably more than a quarter of 
e funded debt of all Canadian corporations. 
On December 31, 1937, it was estimated by the Dominion Bureau 
oS United States direct investments in Canada amounted 

the total of $1,869 million (Can.), which was 86 percent of all 
oreign direct investment in the country. About half of this amount 
yas in manufacturing industry, the remainder being divided among 
aining, public utility, merchandising and financial establishments. 
Jirect investment in Canada has grown up along with industrial 
levelopment, and has undoubtedly accelerated that development 
y facilitating the introduction of advanced technique from other 
ountries at.a more rapid rate than otherwise would have been 
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possible. Almost two thousand American companies, through ! 
the nine provinces of Canada, are represented by the above inve 
ment figures. 7} 
This large foreign direct investment in Canada does not po: 
to the control of Canadian business in general by non-resider 
Owing to the dispersion of these investments over a wide field | 
industries, there are only a few industrial groups in which the forei: 
enterprises predominate; and even in these groups the total forei: 
direct investments are usually made up of a number of competi. 
enterprises. The importance of direct investments in the Canadi. 
economy lies rather in the effects they have had upon the ra 
industrial development of Canada, the advanced industrial tee 
niques they have introduced into the country, the stimulation thi 
have provided to the growth of Canada’s exports of secondary pro 
ucts to overseas countries, and their effects upon the Canadi: 
balance of international payments. United States direct investmer 
in Canada are a product of normal international commercial re: 
tions rather than any imperialist economic policy of this counts 
In considering these statistics of outside capital invested 
Canada it should also be borne in mind that Canada has larg 
investments in other countries, and particularly in the United Stat 
The Dominion Bureau estimated that Canadian investments ab: 0% 
amounted to $1,694,000,000 (Can.) at the end of 1937. Of tk 
$1,017,000,000 was invested in the United States, $53,000,000 - 
the United Kingdom, and $624,000,000 in countries other than thes 
not including assets of Canadian insurance companies held abroas 
That these figures are high in relation to the size of the populatic 
can be seen from the fact that on a per capita basis Canadians a 
investments in the United States three times as great as those ¢ 
United States citizens in Canada. 
EFFECT OF WAR ON U. S.-CANADIAN ECONOMIC RELATIONS. TH 
immediate effect of the war on commerce between the two countri¢ 
was to stimulate and intensify the flow of trade, already expanda# 
for reasons noted above. In addition to benefits from tariff concessior 
under the new Agreement, imports into this country from Canadé 
profited by the depreciation in the Canadian currency. Aside fro 
this general rise in quantity of imports from Canada, certain com 
modities such as furs were directly affected by the war situatio 
Furs, and particularly fox furs, formerly exported from Canada | 
the United Kingdom, now found their market restricted as a resu 
of the British limitations on the import of luxury goods. Conse 


ECONOMIC COOPERATION FOR DEFENSE 241 


uently the volume of furs directed toward the United States became 
© great that an import quota was set up in this country on December 
, in order to prevent undue damage to the American fur industry. 
_ Exports from the United States to Canada rose more rapidly 
in the last four months of the year than imports, due to the coin- 
idence of increased buying power in Canada with the war demand. 
nereases in the value of exports over this period ranged from 33 
9 54 percent over the corresponding 1938 figures. Coal (anthracite) , 
aw cotton, iron and steel, metal-working machinery, and various 
livisions of chemicals contributed most to the advance. These are 
ypical war commodities and they indicate an important stimulation 
»9§ Canadian buying. However, they were hardly to be taken as a 
measure of trade prospects under Canada’s war program, since this 
latter had only begun to take shape by the end of the year. Foreign 
xchange control was established in September and the licensing 
»£ coal exports decreed later but no direct import restrictions on 
reneral goods trade have been imposed. In the June, 1940, budget 
| war exchange tax of 10 percent on all goods imported from non- 
British sources was announced. This tax, beside raising a useful $50 
or $60 million (Can.) annually, is intended to place an indirect 
heck on the volume of imports. 

The currency situation, which was an advantage to United States 
mports from Canada, worked in reverse against United States 
xports. The limiting effects of this development are not so readily 
een in the trade because the general level of Canadian purchasing 
bower and demand was advancing simultaneously. Moreover, the 
provisions of the new Trade Agreement were particularly helpful 
© exports in view of the currency differential. A number of impor- 
ant general advantages were provided, among them, improvements 
n the Canadian system of valuation of imports for duty, which had 
orked much hardship, and the repeal for a part of the trade of the 
‘percent special excise tax which had formerly been levied on 
anadian imports from non-British sources. Subsequent legislation 
sxempted all imports from the United States from payment of this 
ax; though this relief proved to be short-lived. : 
Exports from this country to Canada rose from an average of 
$40 million monthly before the outbreak of war to a high of approxi- 
nately $62 million in October. Thereafter they declined through the 
yinter, returning to their pre-war figures and not picking up until 
he spring, when they again climbed to $62 million by May. In im- 
sorts, although the rise was less proportionately, the curve followed 
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roughly the same pattern, from $26 million before the war to $f 
million in October, falling again and then rising to $36 million \f 
May. _- 
The present trend in Canada appears to be toward reducing t{ 
volume of imports from the United States. This arises from tv 
causes, the first being to ease the balance of payments probler 
and the second to assist Great Britain in maintaining her exporiyy 
Many of the commodities at present supplied by this country cou 
be obtained by Canada from England—even such a staple constitue: 
of U. S.-Canadian trade as coal—to the extent of at least a part 
the total quantity required, provided the shipping facilities cou 
be found. Moreover, the transference of such trade would be adva: 
tageous to the extent that it would allow funds now devoted ~ 
non-military purchases to be applied to greater imports of essenti 
war materials and equipment from the United States. The Monetaa 
Times of Toronto, of April 27, 1940, says in connection with this: 
“In some instances brought to our attention plants in Canada ane 
working on slack time because of the imports of goods similar t 
their’s that are coming in from the United States. It is understane 
able that Ottawa wishes to avoid cutting down imports from ou 
neighbor to the south, but it stands to reason that they must be U 
And there is a possibility that a quickening of the business pace ii 
Canada combined with a reduction in imports from the United State 
would attract considerable of its industrial capital to this country. 
Now it is clear that, if real and effective cooperation is to be tl 
aim, this is the kind of one-sided attitude which has first to be di 
posed of. Unilateral action calls for reprisals, and the result is t 
very opposite of cooperation. Possibly it would be more economit 
for Canada to produce itself, or do without, some of the unessentia 
goods it imports from the United States; in that case, the interests aK 
both countries would be better served by mutual planning to allog 
the production to whichever area could manufacture the goods most 
economically. But no long range planning to extract the maximun 
advantage for both nations can be based on unilateral action 
taking into account the interests of both. 

In recent years Canada’s debit over the whole balance of pay 
ments with the United States has been comparatively small, but the 
increased imports from the United States due to the war effort have 
already created an appreciable deficit in respect to this country 
Canada is well stocked with gold and U. S. security holdings wit 
which to meet this deficit, which has not yet reached serious propo! 
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ons, but if the war effort is to be further expanded in the future 
us central question is bound to become of increasing importance. 
n additional burden for Canadian administrators in this respect 
the failure of the tourist trade to maintain its customary volume, 
juch less enjoy the boom which was hoped for this year as a help 
Canada’s foreign exchange supplies. This item is one of such con- 
quence in the balance of payments sheet between Canada and this 
untry that any important variation is liable seriously to affect the 
sition. 


; IV. Can Economic Cooperation be Increased? 


In an earlier section of the present memorandum the question of 
e desirability of closer economic cooperation between the United 
ates and Canada was discussed. It has been shown where the major 
ints of contact of the two economies lie; the incentives toward 
oser collaboration inherent in the present world situation have 
en touched on. But aside from establishing the desirability or 
é likelihood of cooperation, some attempt must be made to assess 
e€ practical possibilities of the situation as it exists in the United 
ates and Canada, with a view to determining how far and in what 
ctors the economies of the two nations could be made to go along 
ether in closer union. 

It is an often repeated axiom that the frontier which divides 
anada from the United States is a geopraphical monstrosity. The 
ythern continent of the western hemisphere is essentially a unit, 
ad while the contention that its northern limits should be the 
retic might be countered by the assertion that geographical co- 
rence would equally well call for the inclusion of all territory to 
e south as far as the Panama Canal, it cannot be denied that the 
ain geographical features of the continent—the great determining 
rmations of plains, rivers and mountains—form a continuous link 
tween north and south. For those who see in this geographical 
iformity the ultimate argument for economic unity, it is customary 

point out that the similarity of physical conditions on each side of 
: border, combined with the parallel east-west development, has 
| fact led to the growth of similar types of economic enterprise in 
e equivalent east to west divisions of the two countries. Thus the 
der industrial areas in New England march with the similar areas" 
te Maritime Provinces, the heavy industries of the Lake States 
ith those of Ontario and Quebec, the farm lands of the Plains 
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States with the great Canadian wheat areas, and the fruit and tim! 
States of the Coast with British Columbia. ‘ 
On the other hand, geographical factors have influenced the « e 
to-west building of Canada. As Professor F. R. Scott says in 
interesting book,* the growth of the Dominion has been roug. 
a natural response to the geographical relationship between | 
interior continental plain, the Canadian Shield, and the vast wat 
ways of the St. Lawrence River, the Great Lakes, the less he 
“great lakes” of the west and north and the connecting rivers. T 
eastern water courses which formed the most convenient routes 
the early trade in natural products were soon linked to the praiti 
by the railways. Similarly, the prairie hinterland to British Columhyy 
can probably be justified on economic grounds. So, says Profes: 
Scott, “the oft-repeated statement that the ‘natural lines’ of cog 
munication and trade for Canada run north and south and that t 
east-west structure is a costly piece of artificiality is thus true onl 
part. Most Canadian economists would say that the east-west cox 
munication has much in it that is ‘natural’.” 

But it remains true nevertheless that, if for any any reason su 
course became desirable or possible, a development of communii® 
tion between similar types of economic enterprise north and sou™ 
especially if aided by the construction of more north-south railwag 
would be as natural as the present state of affairs and would becop } 
more so as it tended toward the logical conclusion of continen’ 
unity. Carried to its fulfillment, such a development can be i imagit 
as leading to the complete fusion of the corresponding econor 
sections on each side of the border. yy 

The first practical step that could be taken in an effort to prom 
a greater flow of trade between this country and Canada we ou 
clearly be the extension of the provisions of the last Trade A 
ment in the sense of lowering still further the tariff on goods t 
exchanged. What would this mean under conditions of norm: 
uncontrolled economics? National policy immediately threate 
to be bogged down in a slough of private interests. The first ou 
would undoubtedly come from the Canadian eae 
followed by similar complaints from the American farmers. Mi 
over, in their opposition, the industrialists would not be voicing 
opinions of Canadian business men alone, but also, and very lar 
of those American businesses with branches in Canada. These latt: 


*Canada Today; A Study of her National Interests and National Pi 
By F. R. Scott. 1939. Oxford University Press, Toronto. 
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ave been among the most active lobbyists in the Canadian Parlia- 
ent for protective tariffs in the past. They believe that the industries 
ey have built up on Canadian soil depend for their existence on 
1€ tariff. 

How far Canadian industry would suffer from a lowering of 
riff barriers is a matter of controversy; the position taken by differ- 
t parties depends on their respective economic views. There are 
ose who believe that such a lowering of tariffs would inevitably 
ean the virtual collapse of all the industries of Ontario and Quebec, 
erwhelmed by the flood of cheaper goods from this country. Others, 
rompted by sympathy for free trade principles, think the danger 
an established industry from a removal of tariffs overestimated. 
milarly, arguments can be advanced against the predicted damage 
“American branch interests in Canada. Occupying a roughly 
uivalent position to other branch factories within the United 
ates, they could continue to serve their districts, aided by the 
wer and labor facilities of Canada. Inasmuch as comparative, 
tailed costs of production and distribution are not available, it is 
t possible to estimate to what extent, if any, Canadian industry 
uld suffer. If one assumes uncoordinated economic competition in 
e orthodox manner, tariff reduction might mean collapse for 
any of the Canadian protected industries, where such industries 
uld not be in a position to compete unprotected, but textiles and 
large part of the steel industry would probably continue to exist 
d to compete. Important factors in the survival of industry in 
anada are the plentiful natural resources and cheap hydro-electric 
wer. The potential of this latter is so great that it would not only 
e to maintain some Canadian industries in being, but would 
ry likely attract at least some processes of American industry to 
w locations in Canada. This is true, for example, of the United 
ates electro-metallurgical industries, which might find a logical 
e on the banks of the St. Lawrence, even though the steel, and 
avy industries themselves remained in this country. 

At best, however, the economic rapprochement of the United 
ates and Canada under ordinary economic conditions could mean 
thing but uncertainty for Canadian industry, and unless the 
‘ocess were a slow one, the dislocation might be overwhelming. 
ny attempts would therefore meet inevitable opposition from the 
dustrial interests concerned both in Canada and the United States. 
| Canada the political power of industry is something to be 
ckoned with. Many of the members of the Canadian Senate are 
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men with interests in industry, who thus constitute a ready-mz 
lobby within Parliament itself, prepared to oppose any course lik 
to harm those interests. ; 
In agriculture, Canadian farmers would most likely welcome < 
arrangement which gave them the opportunity of entering ° 
American market. Here the opposition would be all from the f 
of this country, who would see nothing but an aggravation of t 
existing problems in any tariff reductions which allowed Canadi 
wheat to enter the United States to any greater extent than it d 
now. The Canadian farmer is at present no better off than 1 
American farmer. The ultimate effect therefore for this Governma 
would be equivalent to the addition of the Canadian farm probli 
to those already existing here. The Canadian farmers, on the oth 
hand, consider that, in any economic union of the North Americ 
continent, their’s would be the task of supplying all the wheat 
quired, on the grounds that they can grow it more economical 
Aside from these main divisions of interest, many smaller gro 
exist on both sides ready to oppose any infringement of their vest 
position. The zinc, lumber, and cattle producers in this country, 4 
instance, have always energetically opposed attempts to lower tan 
barriers. Nothing could be done until all these vested interests hi 
been taken into account and provided for. . | 
Thus, under relatively free competition, economic cooperati 
with Canada would entail a multitude of difficulties and much tit 
lost. In the present emergency, neither the loss of time nor t 
difficulties could be admitted. Nor could they be allowed to ari 
given the circumstances in which attempts at cooperation will h 
to be made. At the present time the old rules of economic behavil 
are in abeyance; with the advance of totalitarianism in Europe the 
return has become less and less likely. In a world of uncertaintit 
nothing appears less probable than a return of world trade to - 
pre-war methods and channels. If Britain is defeated, the fate of a 
large part of the world is decided; German methods and Germa 
economics will prevail, and in prevailing they will ensure that ¢ 
parts of the world, including those outside German political domin 
tion, will be influenced. There will be no chance for one sectio 
the world to maintain the old rules while the rest observes the ne Y 
whether this hemisphere prefers to do what business it can wil 
the new masters of Europe or seeks to secure its defense aga 
attack, it will be forced in either case to adopt in defense some of. 
economic principles by which the totalitarians have achieved | 
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ance. Free competition can no longer exist in a world of controlled 
momies. Even if British defeat is avoided, the British, as well as 
e other European economies, have so thoroughly organized them- 
Ives in their efforts to compete with totalitarian military efficiency 
at a return to anything like prewar conditions would seem to be 
possible. Economic control in Europe has passed to the govern- 
ents, and there it is likely to remain. 
~ Economic cooperation with Canada can therefore not be planned 
ith a view to economic motivation, in the classical sense, alone. 
he basis of the defense which such cooperation hopes to reinforce 
coordinated might; no security could be based on unplanned com- 
tition between the two nations. Piecemeal legislation designed to 
ect joint agreement on isolated matters would be wholly inade- 
ate. Joint planning would have to consider the interests of both 
untries, and how they could best be dovetailed to secure the most 
ective union. Thus the mere lowering of tariffs would not neces- 
rily be followed by what, under purely economic conditions, would 
ve been the logical consequences. Where real damage threatened, 
eventive steps would have to be taken jointly; losses, and gains, 
yuld have to be shared. Preventive action, for instance, would have 
be taken in the form of price control in both countries to counter- 
t the effects of lowering the wheat tariff. Moreover, where mutual 
fense was the principal end, enterprise would not be permitted 
obey economic motives only, either in its activity or in its move- 
ent. Thus, while it might be economically advisable for the 
ierican electro-metallurgical industries to move to the St. Law- 
nce from the point of view of military strategy and the location of 
dustry for defense it might be most unwise. The ultimate effects of 
nomic cooperation, the industrialization or rurification of certain 
eas, would therefore depend in part on the extent to which such 
fects would be warranted by the demands of hemispheric defense. 
‘A PAN-AMERICAN CARTEL? The question of cooperation is inti- 
ately bound up with the foreign trade situation. Canada’s foreign 
de, which is of far greater importance to Canada than our foreign 
de is to this country, will have to be taken care of within the 
mework of whatever continental or hemispheric trading schemes 
: evolved. : 
Many of the difficulties that face this country in Latin America 
ypear again in the case of Canada. The Dominion relies to a very 
eat extent on its trade with Europe; in its cultural relations it 
certainly closer to this country than any of the Latin American 
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nations, but at the same time it is bitterly divided in its cult 
attachment to England and the United States, and many Canad 
cherish their independence stubbornly against interference f 
either. By virtue of its position, however, more interchange 
populations is possible, and United States trade with Canada alg 
is equal to about four-fifths of its trade with the whole of the . 
of the western hemisphere. This continual exchange of goods \f 
ideas, combined with the strategic implications of Canada’s — 
graphical position, makes the inclusion of Canada within 
hemispheric grouping the United States may devise more 
than that of any other American nation. 

The fundamental difficulty of any export cartel scheme for 
western hemisphere, as it appears at present, is the competi 
nature of the economies of so many of the nations of that hez 
phere. But this competitive quality is based entirely on their pres 
position as independent political economies; with a coordina 
administration in control of the cartel these economies would t! 
to become component parts in the system. Thus the real difficultl 
not so much the handling of the cartel as its formation; can: 
suitable coordinated administration be constructed so as to incl: 
all the members of the western hemisphere, and will forcible j 
suasion be necessary or practicable? This does not mean that : 
difficulties of operation would not also be formidable. An exp 
cartel embracing the North American continent alone would 
heavily overweighted with a huge agricultural surplus. With 
inclusion of Latin America this surplus would be vastly increas 
How far would it be possible to make such a cartel work, in eit! 
case, without fundamentally changing the composition of the an 
economies within the hemisphere? How far would the use of fc 
be necessary to defend the trade of the Americas against encroa 
ment, or to defend American traders against themselves? In order 
sell the export surpluses of this hemisphere it might be necess: 
to take forceful measures to induce Europe to buy. Certainly it m 
be said that if the countries of this hemisphere are not prepa 
to bargain vigorously through the medium of their united sell! 
agency they must be prepared to fight. Mere defense of the trade 
the Americas by passive methods will not suffice. It would seem ti 
in the event of this hemisphere, or the northern continent alo: 
finding itself economically isolated from European markets 
drastic reorganization of its various economies would be a 
- Fequisite of success for any long-term scheme. Joint governm« 
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nning of the most far-reaching kind would be essential. 
Moreover, the peculiar position of Canada as a member of the 
itish Commonwealth has to be taken into account. It is easy to 
esee circumstances in which Canada would wish to break its 
ligations as a member of the cartel in order to assist England or 
ae other member of the Commonwealth. Were the British Com- 
ynwealth to follow a policy opposed to that of the Uinted States, 
example, a policy of appeasement with regard to the dictators 
a time when the United States was doing all in its power to unite 
e hemisphere against them, Canada would find itself in a very 
ficult position. There is also the possibility to be considered of 
» removal of British interests to Canada, with the Canadian Gov- 
hment possibly taking the initiative to unite around it the rem- 
nts of the Comonwealth, and particularly Australia and New 
aland. In such a case as this, the racial sympathy between these 
ious nations, and the interest of this country in regard to New 
aland and Australia as members of the Pacific group of nations, 
ght be contributory causes toward an extension of the cartel 
jeme from a purely American affair to one which would include 
‘these countries. The inclusion of such important primary coun- 
es could not fail to strengthen the cartel and make it a far more 
tent economic weapon in the face of European demand for raw 
aterials. 

In case Britain were defeated and the Commonwealth completely 
smembered, Canada would have no other alternative than to turn 
the United States for military and economic protection. Canadian 
operation in a cartel scheme would then indeed be readily forth- 
ning, as a means of disposing of its export surplus. In addition 
exports of merchandise, any provision which solved the problem 
Canada’s gold would be certain to interest Canadians. The future 
atus of gold as a medium of exchange in Europe remains obscure. 
ntil it is known what place gold is to take in the post-war world 
is not possible to make any specific provisions. If Germany wins 
e war, gold may be demonetized, but even then the ultimate fate 
the metal would depend on German’s success in devising other 
ethods of clearing. However, if Germany is successful in demonetiz- 
g gold, both this country and Canada will be at a loss to use the 
id they have and the gold they produce, unless it could be retained 
a medium of exchange within the closed group of American 
tions forming the cartel, in which case Canada’s position as one 
the chief gold producing areas in the hemisphere would be corre- 
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spondingly more important. Similarly a gold group might be forr 
which would extend far enough to include the remaining memli 
of the British Commonwealth, united in an Anglo-Saxon comity 
nations. But whatever plan is eventually devised, it is plain that 1 
question will be to the fore in any negotiations in which Can: 
takes part. 


V. The Incentives and Procedure of Cooperation | 


In the present situation the obvious and fundamental incent, 
to cooperation with Canada is the defense of this country. To ma 
the United States completely secure from the threat of aggressior 
may be necessary to weld all the nations of the western hemisph 
into a solid bloc of mutual defense; how far this is possible, a 
by what means, in the time at our disposal remains to be seen. 
whether the fascist threat in Latin America can be successfully co 
bated or not, whether, in the case that it could not, a fascist att 
on the United States from that quarter could or could not be : 
pelled, it has become quite clear that this nation would be in : 
position to defend itself either militarily or economically witho 
the cooperation of Canada. | 

Since we have no fortified frontier with Canada, Canada’s € 
ternal frontiers must be our’s. The ease of approach from Euroj 
or Asia by way of the east or west coast of Canada (where Alas 
complicates the situation) makes this inevitable. Aside fro 
the dangers of economic penetration via Canada, the Dominion al: 
represents the present or possible source of such stragetic defen: 
minerals as asbestos, mica, nickel, pyrites, and talc. There can ther 
fore be no question as to our interest in cooperating for defens. 
and the matter would be a relatively simple one were it not for th 
position of Canada itself, not only as a belligerent but as a membe 
of the British Commonwealth with definite obligations toward tha 
body. ‘Thus both we and Canada are presented with a quandary 
for us it is a question of how far we can hope to conclude militar 
agreements with one belligerent and still retain our neutrality, whil 
for Canada the problem is a constitutional one. Under a Priv 
Council decision of 1937 Canada’s treaty-making power is strict] 
defined. As an independent nation, the Dominion has the rigt 
to make treaties with other nations but may not be able to enfore 
them, unless they can be classed as “empire” treaties under Sect 
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of the British North America Act. This appears to be a highly 
tricted category. Other treaties must be allotted to the Dominion 
provincial parliaments, like ordinary statutes, in accordance with 
judicial ideas as to the nature of the subjects covered by them. 
us in the case of these treaties, no assurance of enforcement could 
given by a Canadian plenipotentiary since enforcement would 
t with each of the provinces.* Such would appear to be the legal 
sition; but at the same time the whole subject of Canada’s treaty- 
king power is a highly controversial one, on which the Ottawa 
ers are by no means agreed. Some take the view that, unless 
nada were to break off all connections with Britain and denounce 
: British North America Act, which it certainly will not do as long 
the war continues, any action it might take toward mutual defense 
peration with the United States would have to be with the 
proval of the British Government. Others consider Canada fully 
able constitutionally to make whatever treaties and agreements 
chooses, but at the same time they recognize that there is very little 
‘elihood of any such treaties conflicting with British wishes. 
hether the British Government would be for or against such action 
this case is another matter. This aspect of the problem must, 
wever, be kept in mind. 
The attitude of Canada toward defense in the past has been that, 
ure behind the double protection of the British navy and the 
mroe Doctrine, it had little to fear. Whatever might be its obliga- 
ms to England to take part in England’s wars it felt that Canada 
elf was unlikely to be directly threatened by any hostile power, 
d was consequently little interested in questions of home defense. 
me preparations were envisaged, it is true, to safeguard the coasts, 
ce, according to the Minister of National Defense in 1938, the 
most that was to be expected in the way of an attack was “minor 
acks by combined sea, land and air forces, to destroy something of 
ategic or commercial value, or to secure an advanced base of 
rations, and this applies to coasts, to focal sea areas and to the 
eservation of Canadian neutrality,” and also “sporadic hit and 
n raids by light cruisers or submarines to destroy our main ports 
d focal sea areas.” * These preparations were to include the estab- 
: 4¥For a discussion of the constitutional position of Canada within the British 
ymmonwealth see “Canada Today’—F. R. Scott, Ch.V1; also “The Future of 
ape Commonwealth of Nations”—Dr. Theodore Kraft. 1940. American 
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lishment of small coastal batteries and anti-aircraft defenses at s 
points as Halifax, Sydney and Anticosti on the east coast, Vancou 
Esquimalt, York Island and Prince Rupert on the west coast. E 
together with air force patrols, were to be provided within “the r 
three or four years.” F 
Present circumstances would appear to have altered somew 
Canada’s conception of what is required. Canadians are already t 
ing of the Atlantic coast line as their second line of defense, shod 
the first, represented by England and the British navy, fail. And, 
their growing armament industry and facilities for training la 
numbers of men, they are optimistic about their power to hold | 
second line against attack. At the same time they recognize that : 
United States would not stand by to see whether they could holé 
UNITED STATES POLICY. World events have thus intensified 
incentive to cooperation on both sides of the border to the pa 
where incentive has at last begun to be translated into action. T 
Government has taken the initiative in negotiating with Cana 
some of the more pressing requirements of national defense, incl! 
ing the leasing of bases for the navy and the air corps on the coz 
of Canada and Newfoundland. Corollary negotiations betwe 
Canada and Newfoundland are in progress. The fact that this dev 
opment has occurred at a time when the question of leasing bases 
British-owned territories in the western hemisphere is also m 
prominent than ever before has led many to suppose that the Ca* 
dian negotiations are simply part of a wider scheme of ae 
between this country and the British Commonwealth. The pros Di 
of involving this country in any kind of commitments with rege 
to the British Commonwealth, however, immediately raises so mz 
controversial issues and political difficulties that there is a dang 
of the arrangements with Canada being subjected to criticism ag 
suspicion which they do not deserve. Defense agreements wi 
Canada do not mean an alliance with Britain. They are rather 
matter of purely domestic policy equivalent to the safeguarding | 
the Union by the refitting or the setting up of new centers of res 
tance to attack within its strategic borders. } 
Necessary and welcome as such negotiations are, however, thi 
do not, in themselves, go far enough. There appears to be a gro Wi 
opinion in Canada that the present situation represents a mn , 


opportunity, the greatest there has yet been, for an approach to: 
long-term problem of closer relations for Canada and this count 
It is felt there that any proposals by this country in the field > 
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tual defense will be enthusiastically welcomed not only as con- 
Cive to more efficient defense for the Americas, but also because 
the probability that the agreements necessary to implement the 
fense measures may lead to more far-reaching and wide-spread eco- 
mic cooperation between the two countries than has ever been the’ 
e in the past. To achieve this, mutual defense talks must be held 
only between the military but also the economic representatives 
both countries. Together they could discuss the possibility of 
ing the resources of each nation jointly for the planned produc- 
nm of very large quantities of armaments—a production intended 
ely for the defense of this hemisphere and carried on parallel to 
continuing production of weapons in both countries intended 
‘shipment to Great Britain. In arranging the joint construction 
ogram the productive capacity of each nation could probably be 
st efficiently used by assigning the different types of manufac- 
€ to those areas best suited to take care of them. For Canada this 
uld mean a considerable change from present conditions, under 
tich not only almost all types of arms are being manufactured but 
specifications to which they are being constructed are British 
d unlike those in use in this country. The guns which guard 
mada’s coasts are either British built or made to British specifi- 
tions; without suitable ammunition and supplies they would be 
less. Here is a clear case for coordinate planning of armament 
oduction and defense requirements. 

To secure maximum efficiency from such a scheme of joint pro- 
ction over-all planning on a scale unprecedented would be needed. 
collaboration with the Canadian authorities, this Government's 
ns for the expansion and location of essential industries would 
ve to be extended to include Canada; for the purpose of choosing 
es for these, both economic and strategic factors would have to be 
ken into account in placing them in the most promising areas of 
th nations. Canadian and United States territory, as Canadian and 
* States resources, would be considered as one and the same. 
ariff barriers could not be permitted to impede the flow of essen- 
ul goods or to render production uneconomic in any area natur- 
ly suited, and so planning would have to provide against the many 
tfalls and dangers which were seen to be inherent in an economic 
sion of the two countries under ordinary economic conditions. 

“It is easy to see how the mutual planning necessary to make this | 
heme effective could serve as the ground work for collaboration 
‘much wider fields. Immediate preparation in the defense sphere 
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could pave the way for Canadian cooperation in any Pan-Ameri 
schemes, either for hemispheric military defense or for the exg 
cartel. An incidental question here is the adherence of Canad 
the Pan-American Union. There is no doubt that its eventual 
herence would ease the situation, in this country as much as in 
other American nations. In the past this problem has been both c 
stitutional and ideologic for Canada. In more recent years, : 
especially since the substitution of the Good Neighbour Polic 
this country in its dealings with American republics, Canada’s 
terest in the Union appears to have grown. Before the present ~ 
the growth of non-interventionist sentiment in Canada tend 
substitute hemisphere unity for outside alliances; the French Can 
ans, themselves a Latin American people, have always been interes: 
in the idea of hemispheric, failing Canadian, isolation. These id 
combined with the realization of the need for mutual defense. C 
idea that each Dominion should cooperate with friendly neighl 
states in defense matters was proposed at the Sydney Confere 
of 1938. Great Britain set the example by her military alliance 
France) appear to have removed to a very great extent any Canad 
Opposition to membership there may have been on ideologic grour 
The constitutional problem remains, however. Without the cons 
of London, Canada might feel unable to incur the commitme 
that membership in the Union could entail. The solution of t! 
problem too depends almost entirely on the outcome of the ¥ 
and the future status of Canada. : 

Difficult as it is to plan for the future amid the shifting scer 
of war, there can be no more urgent need for this country than: 
turn to the fullest cooperation with its northern neighbor. Wa 
the time for swift and decisive action, for strategic movements hav: 
incalculable significance for the future; this is war-time for the Unit! 
States as well as the rest of the world, and we must act according 
As a united nation, the United States has approved the decision | 
rearm for its own defense, and to build up such a show of force tk 
no aggression will ever be contemplated against a member of th 
hemisphere. Slowly the defenses are being turned from figures im 
reality; the productive effort of the nation is getting into line; t 
arms depend for their effective use on strategy, and so far the nort 
keystone of this country’s defense strategy is still not in place. Th 
keystone is Canada. 


TOTALITARIAN ORGANIZATION: THE 
ANNIHILATION OF DEMOCRACY 


BY HARVEY PINNEY * 


1e 


Others besides myself must have been astonished by the thesis 
yanced by Professor Carl Joachim Friedrich in the May PLAN 
E on the subject of “Totalitarian War—What It Means to Dic- 
orship and Democracy.” It seems to me hardly less than a gross 
interpretation of the whole situation. Professor Friedrich sug- 
ts that totalitarian war is “an outgrowth of and a logical com- 
ment to democracy’; that total mobilization is a “typically demo- 
tic extension of military obligations to correspond to political 
hts’; that “totalitarian methods of contemporary warfare are the 
ults and the concomitant of democracy”; that in World War I in 
rmany the “guerre totale was actually the progenitor of democ- 
”; that “a victorious democracy will find itself reinforced by 
alitarian warfare, even pushed forward in the direction of further 
ocratization.” 
It seems difficult to see how history could be any more completely 
sread unless Professor Friedrich is using some highly esoteric 
aning for the word “democracy.” 


Il. 


Totalitarian war is fought by means of totalitarian organization, 
Professor Friedrich suggests. Totalitarian organization has certain 
Il-marked characteristics. It is always authoritarian and it rests 
authority on a combination of physical force and the promulga- 
n of large-scale superstitions. Both pillars of authoritarianism, 
ce and superstition, are calculated to make the individual feel 
ally insignificant except as an integrated and obedient unit in the 
tal entity—the state. The individual becomes instrument, not end. 
The maintenance of totalitarian organization requires a constant 
usade at a high pitch of energy expenditure. The goal must be 
aginatively gargantuan; the means must be dramatic, ritualistic, 
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ane 


inspiring. Where substance for the satisfaction of human desir 
meager, shadows must be supplied in superabundance. Where : 
palatability of shadows palls, sensation must be overwhelmed in 
tion. The preservation of a high degree of spiritual loyalty necessiti 
always a moral dichotomy: the “we-saints” and the “you-devils.” T 
there must be generated an exaggerated consciousness of self-ri’ 
eousness vis-a-vis some devilish and inferior enemy whom it is; 
only necessary to defeat but proper to destroy or enslave. Totalitan 
organization rests internally upon force and a laboriously generz 
superstition; externally it is oriented as pure force in head-on opp 
to any entity external to the system. Totalitarian organization 
organization for conflict, for conquest, for perpetual motion aga4 
some external enemy. 

The grandiloquent structure of superstition erected to pro 
a moral equivalent for self-determination is in part sustained by 
tematic discipline. Propaganda techniques are exploited to 
limits of their capacity; where they fail, fear, torture, brutality foll! 
Discipline is further implemented by rigid routines which catch | 
child in his earliest learning and track the old man to his | i 
“heil!” Hierarchy coordinates the subdivisions of disciplined org 
ization. Ends and means, especially ends, are determined at the » 
and enforced down the line by order. Insubordination is not to 
ated; differences of opinion are offered at the subordinate’s o¥ 
and often great risk. The behemoth moves on submission; it ger 
ates enthusiasm, where it is needed, by privilege or by fear. __ 

Professor Friedrich mentions the use of initiative which 


tively small mechanized units must make the most of any ie 
they find; as also the parachute troops. But this exercise of initiat 
is but a phase of the general discipline. The ends of the actio: 


relying on the inner resources of the human being; it is a specid 
initiative founded upon the vis-a-vis conquering character of to 
organization consisting of pre-trained insights enabling the in 
vidual to employ available strategems for the destruction of t 
enemy. Initiative of this kind is a travesty upon the idea of democra 

A word about weapons. Doubtless what Professor Friedrich 
about defensive versus aggressive weapons is true. But that is 


A 
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real issue. The correlation between the democracy and weapons 
wofold: (1) the extent of the distribution of weapons among the 
pulation at large ; (2) the effectiveness of the individual possess- 
; such weapons in case of conflict. Totalitarian organization may 
an that the total population of a nation is organized for and must 
tribute to the conflict; but it does not mean that the population at 
€ possesses the weapons. Quite the contrary. Modern war, like 
dern industrialism, puts the control of the death-producing ma- 
mery in the hands of the few. The most effective weapons must 
operated by highly skilled technicians. Even the infantryman and 
automatic rifle represent but a fragment of the population. No 
$ revolt against the powers that be is conceivable without the 
olt of a substantial portion of those who have and can manipulate 
modern mechanisms of destruction. Thus the machinery of eco- 
mic production, the machinery of superstition generation, the 
chinery of death and destruction—all are controlled by the top 
rarchy in totalitarian organization. Nothing could be farther from 
Ocracy. (For a note on weapon distribution see James Henle, 
as It Mister Colt?” in the New Republic, April 15, 1940.) 


. III. 


Where totalitarian organization is unitary, an authoritarian hier- 
ry in form, democracy is pluralistic. Democracy is pluralistic in 
ids and in its means. Democracy in a sense implies an agreement 
t within limits a pluralism of ends is tolerated, perhaps encour- 
d. One is free to choose his own form of superstition and practice 
within limits) in his own way. He is encouraged to think and say 
t he believes about what ought to be done, about the way it 
ht to be done, about the persons who ought to do it. Democracy 
supposes common interests among men; but it also presupposes 
t the good of the whole will best be achieved by allowing a wide 
ge of freedom in selecting ends and the means to reach them. 

limits of what a democratic system can tolerate in this respect 
stitute a subject for serious consideration—a subject highly 
tinent to the problem of planning. One thing only can democracy 
‘tolerate within itself and survive: totalitarian authoritarianism. 
Democracy does not live without discipline. But the discipline 
arent in a democracy is founded upon rationalism and _per- 
sion; not upon authoritarianism and superstition. (Understand, 
m perfectly aware of the significance of the company town and 
“unorganized industry; of the various segments of the church; 


| 
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of political bosses; and so on. The emphasis, however, seems vas 
So far as external compulsion by force is concerned, the indivi’ 
is free to leave or join any church, or not belong to any; he is§ 
to work for or not work for any particular industrial organizat 
he may choose between private and public schools; he may vote 
one boss, or for another, or move out of the community enti: 
Democracy predicates a freedom ot action which necessitates rati: 
grounds and persuasive techniques as the prime means of establ 
ing discipline. It is significant that the ultimate solidarity of peg 
in those countries which have some semblance of democracy cc 
only with the threat of annihilation by war. And democracy 
capitalistic country is far from existing in its pristine state. 

It is significant that the word “initiative” in our general use « 
is so often preceded by “individual.” Individual initiative is no¢ 
course, spontaneous combustion unrelated to the social ordet 
which it appears. It is, however, the free reaction of the individ 
organism to the stimuli of his environment uninhibited by autk 
tarianism, unrestrained by external force. In our own society we 
been having severe stresses and strains because mass product 
mechanized and highly integrated large scale production, and. 
general complexity of our economic system necessitate minimum 
quirements for order and system. Individual initiative has beer 
minished willy-nilly by technological industrialism. Our own inte 
problem centers around discovering devices which will permit the 
quirements for general planning to be met while preserving eno( 
decentralization and pluralism to permit the retention of a : 
stantial amount of individual initiative and the sense or feelins 
available freedom of action. There must be a pluralism of disci 1 
so that the individual is not stifled by lack of alternatives. 7 
pluralism must include choice of ends within reason (within | 
limits of wrecking the productiveness and liberality of the syste 
so that human ingenuity is free to modify the ends it seeks, : 
choice of means so that no means may become exclusive and t 
threaten to destroy the ends. H 

In democracy one does not live for the state. Deno 
sumes enough awareness of social inter-dependence to make t 
dividual reasonable in his demands upon others, in his responsé 


I 


the claims of others. A liberal society presumes liberal people ha 
liberal attitudes toward life and their fellow men. Democracy ¢ 
not have a collective manifest destiny to conquer the wor d 
spreads by diffusion, if at all; by imitation. It is not a centrifw 
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m operating under high-tension doomed to slay or be slain. 
n0cracy is not totalitarianism and cannot survive under it. Totali- 
ian war is the instrument of totalitarian organization; the death 
emocratic living. 

These few paragraphs have been in answer to the startling thesis 
t totalitarian war is a typically democratic extension of military 
igations. They have said nothing about what a democracy might 
or ought to do when faced with totalitarian war prosecuted by 
alitarian states. Nor have they said anything about the character 
he British and French systems which now bear the brunt of the 
ick. If the ruling classes in France and England had not been so 
ily engaged in fostering a powerful Germany with the thought of 
ing” it on Communist Russia and had been concerned with 
eloping democratic institutions in Europe this past quarter of a 
tury—the story might now be different. 

The moral is: when the United States is prepared to fight totali- 
an war it will no longer be able to function democratically. 


BOOK REVIEW 


RTH PACIFIC FISHERIES: With special reference to Alaska 
salmon, by Homer E. Gregory and Kathleen Barnes, American 
Council, Institute of Pacific Relations. $3. 
‘This is an authoritative and workmanlike study of a field hitherto 
explored for the general reader. The salmon of the North Pacific, 
reat natural resource of our three Pacific States, British Columbia, 
to a far greater degree, of Alaska, has become the chief economic 
‘instay of that territory. There, too, conservation under United 
s Federal supervision has alone been successful in contrast with 
EB iture of the three States’ efforts to the south. So Gregory’s and 
rnes’ monograph is primarily an Alaskan saga. The salmon fish- 
es in Alaska represent the American quasi-classic of commercial 
mneering: unbridled competition, reckless exploitation, financial 
lures, consolidation and amalgamation, government regulation, 
s evolution of an orderly and stabilized industry. Its unique fea- 
“es are determined by the unknown and variable factors in the 
oply of raw material, i.e., the annual salmon ‘yun,’ its extremely 
ort season—a few weeks in the summer—the problems involved 
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in transporting workers and equipment to isolated shores, the i 
national aspects. At present the industry in Alaska alone represé 
a $100,000,000 investment, operates about 100 canneries there ( 
number once reached 152) packs some 6,000,000 cases, over 80 } 
cent of the total American pack, employs 30,000 persons annu: 
for a few weeks, pays them some $18,000,000 in wages, contribu 
between half and over three quarters of a million dollars annu 
in taxes to the Territory, furnishing varyingly between one-half z 
three-quarters of its revenues. : 

This, the third of the “Studies of the Pacific” issued by the Ai 
ican Council of the Institute of Pacific Relations, is a valuable | 
tribution to our knowledge of a field that involves virtually e 
phase of human activity. A reviewer would be unduly captious: 
the face of evident completeness and thoroughness to suggest th 
little more space might have been given to the labor aspects, 
swing of the pendulum from the early exploitation and wret 
working conditions, to the present tense jurisdictional and regio: 
struggles of labor unions for control. Likewise a critical apprai 
of the role of the Bureau of Fisheries and the interaction of gov 
ment and industry might be desirable. There are a few minor erre 
The dimensions of Alaska are given as 2,500 miles from North 
South and 2,000 miles from East to West—they should be 1,544 mit 
and 2,405, respectively. Incorrect page references occur (pp. 138 ai 
137). From the literary standpoint there is an excess of connect 
tissues: too many sentences are devoted to “we have told you 
we are now going to treat that; presently we shall discuss such a: 
such.” But these are trifles. Judged by the most rigorous standar! 
this work stands out as an admirable, scholarly, and judicious re: 
ment of a subject replete with controversy and highly impor 
international economy and relationships. Of no less significance: 
the light that it sheds on the pressing problem of conservation in 
society spendthrift of its heritage. It is gratifying to record that 
Alaska conservation of salmon under Federal auspices initiat! 
feebly in 1889 has for some years been effective, and serves both t 
present and posterity. 


: 
ERNEST GRUENING. 
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_ TECHNOLOGY IN A DEMOCRACY’ 


BY H. S. PERSONT 


For several months we have been observing with amazement 
= extent to which modern technology has revolutionized the 
mnique of warfare. We have perceived with dismay the profound 
duence that intensive application of modern technology in this 
€ sector of human affairs is certain to have on economic as well 
political organization throughout the entire world. Perhaps this 
perience is giving us sufficient enlightenment to enable us to 
preciate the historic fact that throughout all sectors of our culture 
hnology has been laying the foundations for profound change 
‘social-economic structure and procedures. The fundamental 
estion is whether the social-economic system has benefited by 
e development of this technology; has progressed to a degree 
mparable with the progress of the technology itself. In other 
ords, has the integration been genuine and effective, or only 
perficial and for the moment, disintegrating? 

| The experience of technologically advanced peoples during the 
st quarter century indicates that the social integration of the 
shnology has been superficial, and that we have ahead of us a 
riod of profound and difficult re-integration, if we would preserve 
e general frame of our present democratic social-economic struc- 
re. However, before making inquiry along that line, let us review 
e apparent reasons why the problem of re-integration has not 
come a pressure in the United States prior to our generation. 
During the century of development of the United States as a 
eat industrial nation three powerful interrelated and interacting 
ces have been determining the nature of the structure and 
locesses of our social-economic life. Never before in history have 
ese three forces been simultaneously present anywhere, and appar- 
tly, never again will they exist simultaneously in any part of 
e world. One is the technology that began with the Industrial 
syolution. Another is the circumstance of the territorial frontier, 
id the availability of a vast store of free physical social capital 


The major portion of an address, “Technological Progress in Economic 
iety,’ given at the University of Michigan Graduate Study Program in 
merican Culture and Institutions, July 22, 1940. 
Consultant in Business Economics and Management. 
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for appropriation. to individual account. The third is a syste mp 
law that has favored extremely individual self-interest and ri 
as contrasted with social responsibility. The way has been + 
open for the powerful motive of individual self-interest to ut 
an increasingly powerful technology in the appropriation F 
exploitation of a vast store of natural resources. This tripang 
coincidence explains the magnitude of the economic achieven 
of the United States and of Western Europe. If the time werey 
come when any one of these three forces should cease to exist, 
structure created by the fact of their coincidence might begin 
disintegrate. One of the forces has disappeared, the other two 'f 
being modified because of the disappearance of the one, and uy 
has begun disintegration of the structure, the characteristics ; 
strength of which have depended on the coincidence of these fo 


r 


During my first year of graduate study, I carried a major: 
constitutional history and constitutional law. My seminar assi®f 
ment was a report on the legal foundations of the American Reve | 
tion. By the time I had read all the available pamphlets, broadsi 
and sermons of the Revolutionary period, I had changed the tit 
of the study from legal foundations to philosophic foundations. 


and following the Revolution was essentially a process of re-statii 
the philosophy of Locke and Rousseau. The Declaration — 
Independence is, I take it, the most individualistic historic doc 
ment on record. The Articles of Confederation run it a close secor 
The Constitution is a close third. With general acceptance _ 
individualisms as a philosophy, and the Constitution as leg; 
authority, and with their perception of the practical requiremer) 
of national development a not inconsiderable factor, the Supreri 
Court has until recently sustained generally a line of decisio 
to make the most of the process of exploitation of the frontit 
with the aid of this new tool we identify as technology. I 

sanctions that fitted other aspects of opportunity perfectly, m: 
possible great business leaders of diverse characteristics suck 
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d Ford. A strongly individualistic economy is precisely the most 
orable type of economy for rapid development of a new continent 
rich resources—so long as the physical frontier remains; so long 
a margin of resources remains unappropriated! 

Generally when the word frontier is uttered we think in terms 
population and territory and visualize a vast fringe of unsettled 
ests, prairies and mountains. If we would think of the frontier 
ym the economic point of view, we should think in terms of 
portunity for enterprise and visualize a vast store of unappropri- 
d, unvalued and uncapitalized free social assets. We should 
nk of the continuously stimulating effect of successive doses of 
dit and therefore of money into the economy with every increment 
“appropriation, valuation and capitalization; of capital appre- 
tion rather than earning of income as a—indeed, the—major 
tivating force. It is such things, ever beckoning as opportunity 
strong individuals, that have determined the development of 
r economy. 

‘Parenthetically, it may be observed that identical factors’ have 
termined the characteristics of the economy of Western Europe. 
hat the frontiers beyond the Mississippi have been to the United 
ites, the frontiers of the colonies beyond the seas have been to 
estern Europe. And furthermore, parenthetically, it may be said 
t the struggle in Europe today is in large measure an agonizing 
ort to re-invigorate by political force with the obsolete wisdom 
yesterday, an economy built on frontiers; an economy that is 
integrating because there is not now an adequate supply of that 
sic factor—unappropriated territorial frontiers. 

In a frontier capitalistic society exploiting a vast store of varied 
d rich natural resources, the dominant objective becomes capital 
preciation of appropriated assets, the dominant technique be- 
mes development of these resources to stimulate appreciation 
‘application of the available technology, and the dominant 
phasis comes to be on the capital goods industries. The develop- 
nt of consumer goods industries is left to the spontaneity of 
ponse to by-product purchasing power and consumer demand. 
e consumer goods industries of course generate a large proportion 
the purchasing power that sustains them, but always in a frontier 
onomy there are the capital goods industries generating the 
mulus of new credit and the final increment of purchasing 
wer that keeps the economy expanding. and the economic 
achine functioning. 
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Such an economy becomes dependent on the stimuli of fron’ 
conditions. Occasionally a consumer-goods industry may deve4 
that calls for the creation of a large volume of durable goods, < 
serves the same purpose, as in the case of the automotive induss 
but the emergence of such industries is sporadic and they fall | 
short of being the equivalent of the steady injection of stimuli t 
comes from continuous appropriation and development of natu 
resources. It is diminution of activity in the capital goods industi 
that induces paralysis of all industry by starting the downw: 
spiral of deflation, unemployment and progressively reduced Pt 
chasing power. It is resumption of activity in the capital goe 
industries that starts the upward spiral of increase of activit! 
witness the influence of railroad building in the ‘seventies z 
eighties, of the automotive industry in the ‘nineties and after, 
the production of war capital goods during the great war, of 1 
production of capital goods in the ‘twenties to replace in Eurc 
those destroyed by war, and, today, of the production of specialia 
production goods in our program of armament. The economies 
Western Europe and of the United States have become geared | 
these influences during a century of applying the new technole 
to development of the colonies and to development of the tra: 
Mississippi area of the United States. 

The physical frontiers have disappeared, the final free soci 
asset has been appropriated to private account and capitalize 
and the economies geared to these forces are trembling. The peops 
of industrially advanced nations sense that some kind of fundament 
reconstruction is involved, but they do not know just what 
should be. 4 

. 


Il. 


established sovereignty over them. Being outside the influence « 
European political ideology, there is no thought of effort alor 
that line in the United States. The bulk of our business men ha 
not given the problem any intellectual analysis; they simply assum 
the practicability of restoration of conditions that depended o 
the factor of the physical frontier, and wait more or less hopefu 1 
for the good old days to return. Consequently we observe saving 
accumulating and waiting for the reappearance of accustome 
fields for investment. That sector of business responsible for t 
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iministration of large enterprises is chiefly concerned about the 
maintenance by some means of the capitalizations of their enter- 
‘ises, and instinctively they turn toward monopoly as a resource— 
ot monopoly in the narrow legal sense, but a functional equivalent 
| monopoly in concentrations of control and policy, price agree- 
hents, and in general a fostering of the doctrine of price mainte- 
ance. This has been made more practicable by the fact that we 
ave permitted development of a double capitalism in the United 
ates; one an industrial capitalism in which basic and key industries, 
ecause they require huge blocks of capital for effective utilization 
the new technology, are held and controlled by concentrated 
oups; the other a financial capitalism that really controls the 
dustrial capitalism, and which, because huge blocks of capital 
e required for effective utilization of the new technology, has 
cceeded in establishing great custodial centers of control of free 
id of invested capital. Yet those at the levers of control in both 
aases of our capitalism are blind to the fact that private monopoly, 
imination of competition, and price maintenance not only cannot 
estore our economy to the dynamic status it has enjoyed in the 
ast, but really are forces making for further disintegration of it. 
Government as a factor influencing our economy during the 
ast six or eight years has had a truer instinct concerning the 
balities of the situation, for it has perceived the necessity of 
plying the new technology to the creation of social capital goods 
d services, to fill the void left in the activities of private enterprise 
ecause of disappearance of the territorial frontier. But it has not 
ought the problem through sufficiently to have presented a 
ear-cut and convincing program to the people, and in consequence 
as been engaged more in experimenting, than in implementing 
comprehensive program. This has marked progress, but because 
clear-cut and convincing program has not been presented, these 
periments have not been, as the scientist would say, under 
ontrol; and nearly every one of them has been bent from its 
esigned nature and purpose by the innumerable obstacles demo- 
atic processes are able to impose through the influences and 
tivities of those who believe that their cherished ideals have been 
iolated or their individual interests trod upon. On the whole the 
orts of these recent years have been pointed in the right direction 
nd have been, net, creative and constructive. 

So long as the physical frontier remained to offer opportunity 
xr conversion of free social capital to individual account, and 
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so long as the technical requirements of such conversion pivo 
on continuous creation of new capital goods, it was socially be¢ 
ficial to leave the way open for fairly unrestrained individual 
to develop the new technology and apply it to the requireme¢ 
of a pioneering economy. The backlog of undeveloped resour! 
was so great that waste could be tolerated; the backlog of unrealii . 
opportunities was so great that individuals affected by incider 
dislocations of the economy could reestablish themselves. . 
individual could make a fortune, lose it, and then make it o 
again in an expanding economy. : 

During the first quarter of the twentieth century there devel OF] 
a shift in the relative importance of factors, and automatic corr 
tives of the errors and wastes of an individualistic pioneer 
economy progressively weakened. In the first place the ve 
foundation of the economy, the conversion of free social capiti 
disappeared. Resources throughout the United States, through 
the world, became appropriated, valued and capitalized. Any og 
of a new generation who would have his share of nature’s resour 
had to buy them at values based on criteria of valuations develops 
during an earlier period of appropriation and increase of capit 
values. The need of affecting such purchases through savings fr 
earned income presented a substantial obstacle in contrast to t 
open way of appropriation that had previously prevailed, a 
tended powerfully to retard the functioning of the existing econom 
In the second place, this obstacle was made greater by the fact 
concentrations in industrial processing, and conciaitan 
capital formation and control, compelled by the conditions 
application of the new technology. The critical factor destru 
of individualistic economy came to be concentrated owners 
and controls of natural resources and of the capital goods 
conversion economy, with no backlog of unappropriated 
resources. The institutional mind of Germany, the latest of eres 
industrial nations to come into being, was the first to recognizé t: ha 
and it became the philosophic-economic basis of the first world wa 
of the rearmament and preparations for another effort, and of 
consequent present greater world war. The Japanese-Chinese war h: 
the same philosophic-economic basis. This philosophy was reflecte 
in the expression “a place in the sun” of the earlier war, and is not 
being reflected in the doctrine that the resources of the earth mut 
not be permitted longer to be the exclusive Possessions or spher 
of control of nations that happened to be so fortunate as to har 
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come industrialized earlier than others. 

In the third place, concentrations of ownership and control af 
asic resources and of primary processing in accordance with the 
equirements of the new technology, have practically eliminated 
ne individual as a major center of original and independent eco- 
omic power and enterprise, except at secondary and tertiary levels 
f contributing enterprise, the existence and stability of which are 
ompletely dependent on the functioning of concentrated owner- 
ups and controls on the primary level. Institutions have replaced 
idividuals, and institutional relationships those of individual re- 
utionships. Institutional relationships are much more far-reaching, 
auch more powerful, much more delicate and susceptible of mal- 
djustment, than are those of individuals; and are much more 
evastating in their effects when they become maladjusted. The 
sonomic man of classical economic theory exists today only in 
Ose museums of economic palaeontology generally entitled “Prin- 
ples of Economics.” Ford to the contrary notwithstanding, except 
1 isolated and relatively insignificant spots in the economic struc- 
re, the assumed economic man—all-wise, all-seeking, capable of 
aderstanding his market and of keeping adjusted to it, capable 
‘commanding the necessary capital, competent to maintain com- 
etition as a dominant force in his economy, the sum of whose acts 
avariably promotes the social welfare—whether or not he ever 
id, that man certainly does not now exist. Institutions have pushed 
m out of the picture, institutional relationships have replaced 
is relationships, and institutional powers have destroyed those 
e may have possessed. Modern technology not only has made this 
ossible but has made this inevitable. 

Where democratic forms of society and of government still exist, 
dividualism survives in the following sense: the social-economic 
stitutions are the products of original individual opportunities; 
hese institutions select and make part of themselves the stronger 
dividuals that appear in society; and these strong individuals as 
irectors of great institutions have a powerful influence through 
ose institutions over economic processes. 


II. 


The technological equipment—physical and_ institutional — of 
nodern economic society is too powerful and too potential of damage 
> society when misdirected, to be left to the sole direction of small 
roups of institution-controlling individuals nurtured by a philos- 
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ophy that has emphasized self-interest and individual rights ratk 
than social welfare and individual responsibility. ‘The things tk 
do in accordance with the directives of their philosophy tend towa 
a closed economy and stoppage of economic processes rather 
toward a free, expanding, vigorous economy. 
Individualistic-institutional direction of economic developme 
has brought maladjustment and confusion. The frontier disappea 
during the early years of the present century, and the significa 
of that was not perceived although its effect was felt. By 1914 
depression was impending, but the war started by Germany bro Igy 
respite to the democratic nations, for under the intense white he 
of the emotionalism of patriotism a new, an artificial, frontier car 
into being—warfare, the concentration of existing capital good 
on the production of implements of war, and the production of ne 
capital goods for that purpose. The end of that war should ha: 
brought a deeper plunge into depression and confusion, but a secon 
new artificial frontier was discovered—the concentration of creé 
and of production facilities on rehabilitation of war-torn areas. The 
pseudo-frontiers were too illogical and too artificial to endure, e¢ 
cept for a time in Russia, Germany and Italy; and the democraci! 
sunk even deeper into depression and confusion. . 
Russia, Germany and Italy have kept their capitalistic economi. 
functioning by dropping individualism and substituting the Sta 
for the natural economic man; and have thereby enabled ther 
selves to continue the existence and stimulating effect of the artifici: 
frontier of production of capital goods for purposes of war. In ¢ 
doing they have given the world one great and valuable demonstr 
tion: the power of an institutional national mind to direct and 44 
late an economy. The lesson for the democracies is clear: to develop 
for pursuit of the peaceful objectives of democratic society, an i asti 
tutional mind of equivalent directive and stabilizing capacity withil 
the frame of, and as the regulating mechanism among the instituti 
of, democracy. i 
The democratic nations have not yet done this. The one remait! 
ing large democracy of Western Europe has, under the pressure ¢ 
aggressive totalitarian nations, progressed in that direction farthe 
than we have in the United States. Preparedness for war of 
twentieth-century type means as much regulating the economy as 
does production of munitions and enlistment and training of sob 
diers. Those democracies that are experiencing this discipline will 
never again return to the economic individualism of pre-Nazi pree 
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ares. Their problem of the future is to assure themselves that the 
tional institutional mind being developed under compulsion is 
ie mind of a democratic society—democratic, although not indi- 
idualistic in the earlier meaning of that term. 

‘In the United States we have been floundering, but it has been 
e floundering of democratic processes free from moulding pres- 
res rather than the floundering of identifiable political leadership. 
n the whole, identifiable political leadership has sensed the prob- 
m, has undertaken reconstructive measures that face in the right 
rection, and has prepared us for more positive and intelligent 
tion during the months ahead, when our action will be channeled 
outside pressures. Shortcomings of recent years in the United 
ates are to be attributed to the confusions and conflicts among per- 
*ptions, comprehensions, judgments and capacities for decision and 
ction characteristic of the federal form of organization of a demo- 
tic society—are to be attributed to the difficulty of development 
an institutional mind within that frame of organization called 


deralism. 
IV. 


- The problem of readjustment and reconstruction remains a 
oblem. Just as technology has been the primary factor in causing 
stability, technology is the critical factor in reconstruction; that the 
ature of our development and guidance of it will determine how 
able and prosperous our society will be. Institutions and processes 
ust be, economics must be, what technology requires that they shall 
e. Living and life consist of the satisfaction of desires; economic 
tivity is the process of satisfying desires; technology is the means 
hereby economic activity is implemented. The means determine 
ructure and process. 

Whereas heretofore technology has been developed and managed 
a tool for exploiting the resources of a territorial frontier, and its 
rm and development adjusted to an exploiting economy, moti- 
ted exclusively by the desire for individual gain, and particu- 
rly gain through capital appreciation; the technology of the 
ture should be developed and managed as a force which in itself, 
st by being rationally developed, can keep an economy dynamic 
id expansive. We should then have a new and enduring frontier; 
place of the former horizontal areal frontier, a vertical frontier, 
to speak, of intensive technological development expressly for 
e purpose of producing in measured relations the capital goods 
nd the consumer goods necessary to satisfy and expanding wants 
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of a huge population whose wants can expand indefinitely so lc 
as human nature and ingenuity remain what they are, and so Ic 
as technology is developed to meet the functional requirements§ 
satisfying such expanding wants. Merely talking about the pot 
tialities of science, merely waiting for new industries sporadicall 
appear, does not meet this requirement. ; 
The Russian, German and Italian nationals have been dod 
this very thing technically, although not with an objective identi 
with what ours should be. A major proportion of the needs ber 
satisfied by them have been the needs of a people bent on aggressidi 
But let us note that, although under the limitations of inadequa 
resources, their economies have been dynamic in the sense that th 
have been producing, that everyone has been busy, and that th 
have given their peoples the basic elements of security. For seve: 
years ahead, we in the United States are likely to find oursel¥ 
similarly dynamic and employed because we also have discover 
the necessity of satisfying a great sector of new needs—those perta: 
ing to defense. When these needs are satisfied we shall face a proble 
of transition, of discovering still a newer, a more desirable, ar 
of wants to be satisfied, to fill the void left when the needs of defer 
are adequately met. When that problem of transition faced 
we should be ready. >: 
V. 


I am not particularly concerned about the possibility of 
existence of a new frontier, of an as yet unsatisfied sector of natu: 
cultural wants to be satisfied by intensive development of technolog! 
I am confident that it exists just beyond our present range of visié 
and that it can be brought into view as a vigorous economic demani 
if we but will to have it so. 7 

What I am concerned about is the means by which this territon 
of unsatisfied human cultural wants is to be awakened from i 
present dormant state; by what adaptation of technology this is 1 
be effected; by what means our amazing new technology can # 
made so vital a force as itself to become the new frontier. i 

In this connection I should like to suggest parenthetically that i 
the course of time any economic factor adjusts itself to all othe 
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ents will not affect the major ones appreciably; the latter will con- 
ue to exert their dominating malevolent influences. The problem 
to select the dominant maladjusted factors and correct them. ‘The 
rrection of them will indirectly cause correction of the lesser ones 
rough the latter’s automatic new readjustments. 

It is my judgment that the major maladjustment in our economy 
at the point of distribution of the social income; the point of 
glance in purchasing power and effective demand. This is a mal- 
Jjustment that causes unbalance in the relations among consump- 
on, savings and investment. The essential problem at this point 
, how to enable expanding productivity of goods and services, made 
ossible by the new technology, to create its concomitant expending 
urchasing power, and thereby create effective demand out of an 
acreasing volume of varied and limitless human wants. 

More concretely, the focal point of attack should be the price 
stem. By what rearrangement of economic institutions and pro- 
esses, in a society dominated by corporate persons as distinguished 
fom natural persons, can we establish the equivalent of the flexible 
lf-adjusting, stimulating perfect competition posited by the clas- 
cal economics, with its influence toward favorable distribution of 
»cial income? On this point I contribute the following observations: 
In the first place, correction of the price structure calls for re- 
ppropriation through equitable means by the State, as agent of the 
dividuals in a social-economic group, of at least the more important 
asic natural resources. This may be accomplished directly through 
jange of titles, or indirectly through regulation and taxation; but 
any case it involves an acceleration of the trend already under 
ay that the public utility concept, the public interest concept, 
ould cover not merely a few but whatever kind of enterprise in 
espect of which a society believes at any particular time social con- 
ol is essential to the general welfare. When our economy based on 
erritorial expansion was in its prime, it appeared then to be in the 
ocial interest to distribute ownership and control of social assets 
mong individuals in order to enlist individual self-interest in pro- 
notion of rapid development. However, to implement any program 
£ development of the new frontier of more perfect integration of the 
1ew technology into the social structure, a reversal of the earlier 
ovement is indicated. The necessity is indicated of reappropriation 
f natural resources by the social-economic group, in order to achieve 
sordinated control and direction of their use, which has now become 
critical matter, and in order to eliminate individual claims on the 
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social income based on individual manipulation of these basic ass; 
This is a first and fundamental step toward making the price syst 
more flexible. This would not mean elimination of private en 
prise from the economic system; on the contrary, it would mean t. 
there would develop, resting on this base of socialized resour 
available to everyone, an expanding superstructure of individ: 
private enterprises of the second, third, fourth and nth d 
engaged in satisfying the expanding variable wants of a more flexil 
economic society. ' | 
In the second place, readjustment that would restore an expan 
ing economy calls for fundamental revision of the wage system: 
am suggesting only that we are forced by circumstances to think t 
problem through to a favorable solution. One of the reasons for t 
difficulties we are having in the field of wage relations is that we ¢ 
attempting to continue a wage system that in its fundamental ch 
acteristics, is obsolete. It had its origin, its basic standards we 


were low. We have modified them somewhat in response to orga 
ized labor's pressures, but only slightly. Yet, the most fundament: 
characteristics of the new technology are control of nature’s energie 


of the new technology into the social-economic system, cannot bi 
realized on the basis of distribution of the social income in accore 
i 


sources of prime power. 


In thinking this phase of the problem through let us begin wit] 
the assumption of an extreme alternate situation. Imagine a publi 
servant pressing the push buttons of an elaborate control board eac 
morning—each morning in accord with the ascertained demand need 


turn out the products required for the day. How should we distribut 
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wage system suitable for functionally adequate and equitable dis- 
bution of the productivity potential in the technology of 1940, 
50 and 1975. 

In the third place, there must be eliminated from the price struc- 
re those extreme inequalities now existing in it because substitu- 
yn in the economic processes of institutions with centralized control 
place of natural persons has permitted establishment of rigidities 
ngside flexibilities in the price structure. As an example of extreme 
mtrast, a study by Gardiner Means shows that between 1929 and 
33 the agricultural implement industry reduced production 80 
rcent—with commensurate reduction of employment—rather than 
rmit its prices to be lowered more than 6 percent, while the pur- 
asers of those implements, the farmers, were compelled by the play 
the forces of competition to suffer a lowering of prices 63 percent 
order to hold production to only a 6 percent decline. The new 
chnology cannot be intensively and beneficially developed with 
ch inconsistencies in the price structure. 

_ It must appear obvious, in the light of the past quarter century of 
perience, that this phase of the problem is not to be solved merely 
‘legal actions under anti-trust legislation. These efforts should 
course not be relaxed, but they must be supplemented by simpler, 
ore direct and more positive measures. We might well do some 
~ading in the book of Swedish experience. The Swedes have made 
table progress, as they have developed modern technology, in 
abilizing their economy through price adjustments by injecting 
ublic “‘yard-stick” enterprises of the State or of cooperative associa- 
ons into critical industries. They have brought selling prices 
asonably into line with prime costs. In the industry generating 

d transmitting electric power, for instance, enterprises of the State 
eep the selling prices of the private enterprises within reasonable 
mits, yet allow them rational profits on actual investment. In the 
dustry engaged in local distribution of eletric energy, cooperatives 
ave brought prices within reach of a majority of the people, so that 
en the rural areas of Sweden were 65 percent electrified in 1935 
s contrasted with 10 percent rural electrification in the United 
tates in that year. 

In fact, the United States has taken one leaf out of the book of 
wedish experience and read it profitably. Wherever a major “yard- 
ick” public enterprise has been established in the electric industry 
a position competitive with private industry, as in Seattle, Wash- 


1Senate Document No. 13, 74th Congress, ist Session. 


274 TECHNOLOGY IN A DEMOCRACY 


ington, or in the TVA territory, competition of public retail rates j 
forced reductions in private retail rates. The private companies op 
ating in these areas have resisted strenuously, but finally yielded: 
the pressure. And the result has been that in every instance new lev 
of demand have been tapped, consumption increased, gross reven: 
increased at a greater rate than expense, and net revenues increas’ 
Integration of the new technology into the social-economic structt 
means bringing the benefits of the technology to progressively n 
levels of demand through such progressive price reduction as 1 
technology inherently permits and demands. . 


VI. 


My final observation is that development of the new frontier: 
integrated technology requires social-economic planning. This is t 
catalytic agent among all the measures that should be pursued. Ir 
society as complicated as advancing technology has made societ' 
today, coordinations necessary in the social interest can neve J 
effected through some assumed beneficient harmony in the aggregz 


of actions inspired by individual and institutional self-interes 
Every analysis of recent experience points to this conclusion. T7 
depression we have been suffering for the past ten years is the ct 
impressive among object lessons of the complete inadequacy of x 
liance on any harmony among individual self-interests to ef et 
complete and beneficient utilization of the new technology. H 

Social-economic planning does not imply socialism or totalitaria 
ism or any other ism. It is not an alternative doctrine; it does nea 
belong in the category of doctrines. It is a way of doing things whe 
the area of action has become complicated, especially whereyi 
modern technology has made it complicated. Planning is an instr 
ment that has been devised because of and as a part of modern tech 
nology. It can be employed to achieve any objective. It is bein 
employed successfully to achieve the objectives of totalitarianism; : 
would be the most stupendous all-time blunder of democracies 
an act of suicide—were the democracies deliberately to fail to utiliz 
planning to strengthen democracy itself and preserve those featur 
of it that mark civilization’s advance. 

The danger in our present situation is this: Although for a decad 
serious students of social problems, especially the problem of man 
aging modern technology, have been urging the development ¢ 
social-economic planning in the United States, and in the mids 
of conditions whereunder the development could be undertaken de 


el 
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berately, rationally and most suitably, the people have failed to 
spond to the appeal; but now the United States finds itself under 
ch a strong pressure of international combined political and eco- 
omic forces that national planning appears to be forced upon us 
a safeguard against impending difficulties, and the result of under- 
king its development under such pressure and to solve problems 
bminantly international, may cause it to become of a less compre- 
ensive and beneficial character than it would have become under 
ie earlier more opportune conditions. 

There can be no question about the strength of the pressure of 
apending developments. German, Italian, Japanese and Russian 
ational planning have included planned management of their 
onomies as an element in achievement of political objectives. In 
ct, it may be that future historians may tell their generations that 
lanning political objectives was but a phase of planning economic 
bjectives. However that may be, if the totalitarian powers win, the 
onomies of the world will be planned economies. If, on the other 
and, the British Empire should win, and should rescue submerged 
emocracies, this result will have been accomplished by as com- 
rehensive and effective planning as that which now gives their 
aemies the advantage, and after the war their economies and the 
orld economy would continue to be a managed economy. For the 
nited States, whichever wins, future survival calls for a compensat- 
g, effective management of our economy in a world of managed 
onomies.? 

- Let us recognize these facts, and recognizing them, proceed to de- 
elop social-economic planning in the United States deliberately and 
ationally, and with the perspective of those students who urged this 
ne of action prior to the beginning of the present world war; a 
erspective not under duress, that embraced perception of a century 
f economic trends, including especially the emergence and sig- 
lificance of the new technology. 

For if developed and utilized with wisdom, the new technology 
an be made the basis of a culture beyond anything that we have 
ween capable of dreaming; a culture that would preserve liberty, 
eedom, opportunity, and other of the most cherished treasures of 


2Cf., for example, Bulletin of the National City Bank, New York, July 1940. 
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* 
BY MARK ROSENFELT 


~ In the coming months and years the American economy faa 
the certainty of tremendous change. Our armament program, aid 
by conscription, promises to continue to accelerate rapidly un 
military defense becomes by far our largest industry; and then aft! 
a period of war, or at least of warlike crisis, there must come t 
necessary era of readjusting a war economy to peacetime nee 
When to the effects of all these and many new unforeseen domes 
events, we add also the probable impact—both material and id 
logical—of foreign developments, it does not seem possible that : 
sensitive and variable an economy as our own will survive the comir 
years without serious modification. ' 
The economist concerned with national economic policy ther 
fore confronts a new set of problems. In part, his task is simplifie 
Between 1930 and 1940, the central issue of domestic econom: 
policy has been how best to utilize our vast resources of unemploy 
labor power, raw materials, and organizational facilities. Now tk 


this end. The immediate economic problem, therefore, become 
how best to achieve the efficient spending of our resources for mil) 
tary purposes with the minimum possible cost, to our present socia 
well-being. 
If, however, we look to the further future, then the problem o¥ 
peacetime utilization of resources has not vanished, but is indeee 
underscored. We must adapt our economy to wartime needs effi 
ciently, but there are two meanings of efficiency. One is the primar® 
efficiency for the immediate purpose in hand: the supplying or 
present military needs. The other is the secondary efficiency which 
considers our probable post-war needs and which then attempt: 
to mould the pattern of economic change to serving those needs, 
least to the degree consonant with the primary purpose. This 
ondary efficiency is all the more important when one considers t 
the period of greatest economic stress will come during the post- 
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adjustment, when an entire military economy must be dismantled. 
t that time, all prior measures taken to make this conversion easier 
ill be infinitely valuable. 

’ This secondary efficiency cannot be achieved out of hand. There 
an anterior requirement, which is that the desirable direction 
| post-war economic policy must be studied, approved, and held 
aly in the national consciousness. The major internal danger 
our democracy does not come from the necessary war-time meas- 
es of conscription and restriction, however cramping to individual 
erties these may be. The point of disaster is far more likely to be 
sached in the immediate post-war period when, not so much through 
alevolence as through confusion, no clear direction of policy is 
\derstood and accepted by the people themselves. If this confusion 
d consequent danger is to be avoided, an authentic, reasonable 
ntent for future economic policy must already have been sub- 
itted for public approval. 

There is a further urgency to this task. The defense of America 
cludes not merely working and fighting; it requires also a clear, 
m foreign policy which is sufficiently articulated so that falsely 
luring offerings of compromise and appeasement can be decisively 
jected. But a nation’s foreign policy must take its meaning and its 
rection from its domestic ideals and institutions. As a nation we 
nnot pursue a consistent policy in foreign affairs of military defense 
d spiritual aggression unless in the realm of domestic policy we 
derstand what we are really defending, and unless this understand- 
g is held clearly in the national consciousness. What, then, are we 
ally defending? 

In part, of course, we are defending our wealth, our free insti- 
tions, our way of life. Yet, these, as they exist in the present, repre- 
‘nt a very imperfect cause to call forth such sacrifices as may be 
manded. Our wealth is not shared in by millions of people, our 
ee institutions are only a myth to sharecroppers and underpaid 
ill hands, our way of life is not so attractive to the negro and the 
her disinherited. What makes America really worth defending is 
e promise which our wealth, our free institutions, and our way of 
fe hold for the future. That ideal, that promise is of a society in 
hich the paramount values are those of individual dignity and 
ell-being, in opposition to those of any military, political, re- 
gious, or financial oligarchy. But if that ideal is to be more than 
distant hope, it must have an essential foundation in the form of a 
ational wealth and a pattern of institutional framework adapted. 
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to its realization. These conditions upon which the American promi 
depends must continue to be studied, and their potentialities to) 
explored. 

The purpose of this essay is to consider the possible directici 
of economic expansion that will lie before us once this era of w. 
and international disturbance is over. The concept of an econonr 
frontier is taken as the starting point, and is studied in terms | 
what both economic analysis and previous experience in natior 
planning may suggest for the development of the future. There is 
certain degree of boldness required for taking a panoramic view 0 
future whose political bases, immediate economic problems, a 
climate of opinion are so largely unknown. Nevertheless, it is ti 
underlying assumption here that by considering the potentialiti 
of the future, we can make an important contribution to the reali 
tion of the future we desire. 


vi 


The economic history of the United States since 1790 may | 
summarised in terms of the development of two economic frontier 
First, in the hundred years between 1790 and 1890 there was < 
era of geographical exploration, annexation, and settlement. All tk 
land west of the Alleghenies was added to the national domain, th 
value of agricultural products increased fifty fold, and the popull 
tion rose from 4 million to 63 million. These figures represent th 
expansion of the economy from little more than a colonial depen 
ency to a vast agricultural empire. : 
Second, and overlapping the development of the agricultur: 
frontier, came the development of the industrial frontier. Thougs 
this development had its roots in the industrial revolution at th 
turn of the nineteenth century and in the inception of the railro aC: 
in the 1830’s, the main events of its unfolding were concentrated i} 
the years between 1870 and 1930. In these sixty years, the volume o 
manufactures increased from 3.5 billion dollars to over 70 billions 
and in this same period most of our major industries were initia tec 
developed, and organized. | 
The development of these two frontiers gave us a country enoi 
mously wealthy in usable resources, intelligent labor, and efficien 
commercial organizations. It is instructive to analyze the condition 
which made such an economic expansion possible. 
In so-called static times when no great changes are occurring 
conomic life of a nation describes, in Schumpeter’s phrase, 
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lar flow. Goods are produced for a recurrent demand; and when 
y are sold, the money is used to produce more of the same goods. 
course, even in such a period, there are continual minor devia- 
ns from the established routine. Men die, businesses are sold, 
oducts are improved, public taste shifts, mew conditions arise. Yet 
ere is a strong centripetal force in economic activity; since the 
mobility of invested capital, the risks of untried ventures, and the 
mplacency of human thought all act to restrict economic life to its 
customed pattern. 

~Human society, however, is a dynamic process; and once in every 
veral decades or centuries an economy is confronted with a new 
a for exploration. The rich untenanted lands of the agricultural 
ontier and the exciting new technologies of the industrial frontier 
re such areas. But a frontier does not develop automatically; 
rtain conditions for its development must be actively at work. 

If we can generalize from the experience of the past two frontiers, 
ere would seem to be three conditions essential to a nation-wide 
onomic expansion. 

First, the mechanical technology necessary for the purpose must 
available. The toll roads and canals, and later the railroads and 
ricultural machinery, were essential for the permanent settlement 
the agricultural frontier; and although machine technology was 
e very subject of the exploration of the industrial frontier, the 
chniques developed earlier were needed for each successive stage 
industrial development. 

Second, the pattern of social arrangements, what we may call 
cial technology, must also be suitable to the development of a 
ontier. Social technology may be considered at varying levels of 
nalysis. At the most general level, we can see that the land frontier 
uld never have been developed by a feudal society, nor the indus- 
ial frontier by a society in which the freedom of financial and 
usiness initiative was unduly circumscribed. On a more particular 
vel, it is clear, for example, that the existence of free commodity 
nd capital markets, of limited corporate liability, of unhindered 
terstate trade, were all important factors making nineteenth cen- 
ry economic expansion possible. The point is not that any par- 
icular system of social technology is essential to the development of 
ny economic frontier; but that each frontier, depending upon the 
ature of the area to be explored, requires a helpful pattern of 


cial arrangements. 
Third, and perhaps least recognized of all, is the requirement 
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that a large portion of the costs of developing any economic fron‘ 
must be provided by subsidy from other elements in the econo 
Subsidies are necessary because the immediate costs of any © 
venture are likely to exceed the immediate returns, even thou 
on long run balance the situation may be reversed. The econorr 
of subsidies has never been adequately examined,’ but let us 
to see its importance here. 

In the development of the land frontier, most of the subsy 
came from the federal government, since title to the public doma 
was vested in its hands. For example, under the Homestead , 
193 million acres were sold at the nominal price of $1.25 ana 
and over 60 million acres were given away to settlers who had li 
on their land for five years. There were also numerous indirect sv 
sidies: 130 million acres of the public domain were distribut) 
among the states for the purpose of fostering the common schoo 
and later, roads, postal services, et cetera, were provided at costs f 
greater than the tax revenues they returned. 

In the development of the industrial frontier the subsidies, fr 
many sources, were less obvious. The federal government gave t 
protection of a high tariff; local governments gave subsidies to th 
railroads, franchises to the utilities, and roads for the automobi) 
industry. Part of the local subsidies was in the form of risks unde 


prices, and some industries subsidised the rise of others through 
involuntary acceptance of the obsolescence of their capital equipmer 
and business organization. j 

Accepting the definition of a subsidy as a cost borne by one pan 
of the economy for the furtherance of another part,—two kinds mat 
be distinguished: inert and active, the distinction being entirel| 
pragmatic. From the point of view of the entire economy, a subsid! 
is inert when no economic benefit to the economy as a whole i 
involved, but only a shifting of incomes or costs from some peopl 
to other people. It is active when the economic returns to the whole 
economy more than equal the costs of the subsidy to the 
In the broad view, the subsidies paid out for the develo 
the two past frontiers were clearly active. The increase i 


econor 
pment 
n the 


* The best treatments have been in J. M. Clark’s The Economics of Overh 
Costs, and A. A. Berle’s memorandum, Plan Age, Sept., 1938. 
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al income ‘from $2,200,000,000 in 1850 ($95 per capita) to 
000,000,000 ($555 per capita) in 1930, indicates that the na- 
gal dividend has been increased far out of proportion to the costs 
the subsidies, despite the frequent waste, corruption, and inefh- 
ncy. The rise in the national income is even more impressive in 
ms of constant prices: with 1926—100, the national income in 
was 4.7, and in 1930 it was 105.4, an increase of more than 
times. 

‘We may now summarize the elements that define an economic 
ntier. An economic frontier is a boundary line separting estab- 
ed routines from an area for economic exploration. ‘The suc- 
sful development of a frontier leads on to economic expansion 
the entire economy. This is possible when there is an area 
esented for exploration and when there are present the conditions 
the necessary mechanical techniques, a favorable pattern of social 
rangements, and the granting of active subsidies. 


II. 


The development of the land and the industrial frontiers built 
an economy with a tremendous productive capacity. When the 
riod of wars has ceased, there will be the necessity for finding new 
es to which our economic production can be turned. If a new 
onomic frontier could be found, its development would have the 
ect of employing the suddenly disused resources in new directions, 
d so creating new wealth; and at the same time the flow of goods 
ough normal peacetime channels would be accelerated. In this 
1y a new frontier could be a prime factor in causing economic 
pansion. Let us examine the premises of this speculation more 
efully. 

In a capitalistic economy like our own, the problem of full 
jlization of resources may, for the sake of simplicity, be reduced 
an analogy of a horse and a fence. Consider a horse standing in a 
rren field and separated by a fence from a lush pasture of clover. 
he only way that the horse can get into the pasture is by jumping 
er the fence. Whether he is able to do so or not, depends upon 
e relation between two factors: the strength of the horse and the 
ight of the fence. 

Translating this rural picture into economic terms,—the strength 
the horse represents total effective national expenditures, and the 
eight of the fence represents the price level. The horse will jump 
er into the clover when his strength is sufficient relative to the 
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height of the fence; and an economy will achieve full utilization 
resources when national expenditures are sufficient to call fc 
the use of resources over the barrier of prices. Further, as the ha 
builds his strength on hay and oats, and needs both in his ck 
similarly, consumer purchasing power and capital investment m 
up the hay and oats of the total national expenditure. : 
The solution of the problem of economic expansion, therefd| 
comes down to the achievement of increased consumer purchas§ 
‘power and capital investment relative to the level of prices. ” 
solution of the problem would be simpler if it were not that anyth 
affecting one of these three factors, is likely also to affect the otit 
two. For example, increasing wages will immediately increase cq 


these factors. 


One method often advocated for inducing economic expansia 
to attempt to lower prices through a combination of anti-trust actic 
increased competition, revision of the tax structure, and other meal 
Some such program will obviously be essential in a period of risi: 
prosperity if price rigidities or disproportionate increases are not : 
stifle the upswing at its start. Price control, however, cannot fon 
the central part of a program applicable to the period we must lo« 
forward to. As long as international disturbance continues and 0 


war industry increases, price control measures may be highly desis 
will stop dead, and new uses for our productive machinery must i 
ready at hand to which military production can be converted. ¥ 


xpansion require 
in the non-military parts of the economy; indeed, it is possibl 
that continued price deflation at such a time would, on net balance 


The most commonly proposed positive new outlets for productiy 
enterprise are an expansion of foreign trade and the developmen 
new industries. ‘Completely free foreign trade between nations y 
similar living standards and political institutions might well 
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‘requirements for economic expansion. But from what we can 
see of the future, probable conditions at the end of the war 
mo way promise a favorable environment for the development of 
frontier. Until a system of real international stability is set up, 
1 its pattern known, we cannot safely plan to base our economy 
n any other than our own resources. 
| There is much more to be said concerning the development of a 
w industrial frontier. In the past ten years many new industries 
ve been carried to the point of commercial exploitation. ‘To men- 
n only a few, there are polarized glass, nylon, television, synthetic 
amins, plastics, and synthetic fibers and fabrics of all kinds. The 
nomic justification of a new industry is that it reduces costs 
ile increasing both consumer purchasing power and capital in- 
tment. In the short run, new industries, especially when they are 
eloped on a scale large enough to penetrate a frontier for the 
tire economy, may cause an important amount of technological 
solescence for capital equipment, and unemployment for labor; 
n though the long run effects may promise to yield a greater re- 
n to the economy as a whole than the immediate costs involved. 
But when short run considerations are in sharp opposition to 
e of the longer run, the former are likely to prevail. New indus- 
es must usually be developed in industrial laboratories; and since 
ething like 80 per cent of these laboratories are owned or con- 
Iled by corporations presumably making products similar to 
ose being developed, it is unlikely that a new process would be 
couraged to grow rapidly enough seriously to depreciate existing 
uipment and methods of doing business. Even if a new industry 
pes this hazard, there still remains the problem of obtaining 
ancing from institutions that already have heavy investments in 
mpetitive fields. The breaking process is likely to be imposed not 
ly by manufacturers and financiers; distributors’ organizations, 
or unions, and municipalities also have a legitimate interest in 
ing that new industries are not introduced too violently. The 
st industrial frontier was developed when the economic structure 
fairly loose-jointed and there were independent causes for ex- 
nsion. A new industrial frontier carrying the central burden of 
‘onomic expansion in a highly rigid and complex economy, 
ight very possibly cause serious dislocations before its beneficial 
ects could be felt. . 
All this is not to say, of course, that new discoveries, processes, 
finements, and products will not gradually be introduced. ‘These 
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innovations may better be regarded, not so much as the subject | 
new frontier, but rather as a reservoir of techniques available 
aiding economic exploration in other directions. And, indeed, 
innovations and scientific discoveries are awaiting not so 
their own development as an opportunity for profitable use. $ 
an opportunity will come only when a new frontier has alr 
been opened for settlement. q 
There is a final and compelling reason for believing that 
new frontier is not to be found in any of the directions sugges 
above. If our civilization does survive, it will be only because 
faith of people in the values of the individual is stronger than th 
acceptance of militarism. Assuming this survival, it is very doubo 
whether an economy would long be maintained in which the prr 
economic efforts were devoted to finding new ways in which to 1 
chandise new gadgets. If the events of the past ten years have z 
lesson whatever for the social sciences, it is that social conditions, 
cluding the economic, can in fact be controlled and directed | 
human effort. The immutable economic “laws” which were suppo 
to regulate conduct without the possibility of human interventi 
have vanished from the statute books. It cannot be supposed tk 
any people capable of triumphing over the present internation 
chaos, will allow itself, in its domestic affairs, to be denied at l 
an attempt to control society for its own valued purposes. { 
If we consider the spirit that will probably prevail when ti 
need for a new frontier becomes urgent, it would seem that only 
economy whose primary emphasis is devoted directly to the provisi 
of important human needs, will be politically feasible. This, the 
marks out the area of the third frontier: the conscious, explid 
direction of the resources built up by the development of the pa 
two frontiers toward the supplying of essential human needs on } 
wide a scale as possible. ‘ 
We may include in the needs which the development of the né 
frontier should provide, the following: proper housing, food, an 
medical care; the rehabilitation of depressed areas; and the provisic 
of economic security against the periods of unemployment and o! 
age. Further, the form of an economy organized to provide the 
things, should not lessen but rather increase the opportunities f¢ 
individual initiative and inventiveness. The question we are askir 
is not only whether, within the framework of democratic capitalist 
these services can be provided, but also whether they can, in 
serve as agents for economic expansion. 


or 
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III. 


The preceding sections of this article have been devoted to set- 
§ up a rather rudimentary system of economic analysis. It has 
m pointed out that for any economic frontier to develop, there 
ist be available the necessary productive technique; a favorable 
tern of social institutions, laws, et cetera; and an adequate sub- 
y. Further, if the exploration of a frontier is to lead to economic 
pansion for the entire economy, it must cause a rise of consumer 
rchasing power and capital investment relative to the price level. 
Let us apply this analysis to the problem of providing essential 
man services on a nation-wide scale. Consider, for example, the 
ed for proper housing, food, and medical care. We know that 
sre are 4,000,000 dwelling units in this country which are either 
need of major repairs or are unfit for human habitation; that 
re is an additional $2,000,000,000 market for food among the 51 
‘cent of the families who receive less than $100 a month income; 
d that there are 40,000,000 people who cannot afford to pay for 
medical care they may require. 

There is no real doubt that this country has the wealth and the 
enuity to provide for these needs. The productive technique is 
ely available. Building houses and growing food is no problem 
our economy. And in the case of medical care, not only could such 
eases as tuberculosis and syphilis be almost entirely eradicated, 
t also there are hundreds of medical discoveries awaiting only 
economic opportunity for widespread application. Furthermore, 
e of the great inventions of our civilization is the technique of 
ention itself; if the direction is once given, we shall probably 
ow how to produce any techniques that may be required. 

To a lesser extent, the social technology is also available. There 
the numerous housing aids, the food stamp plan, and the Public 
alth Service of the federal government; the housing authorities, 
nning boards, and health departments of states and munici- 
lities. Our private industries have built up efficient organizations 
production and distribution; unions and co-operatives have set 
their own systems of self-help. Further, we have learned a great 
1 about the institutional rigidities and malpractices which now 
der a greater supply of these services: the patent controls in 
ilding materials manufacturing, the lack of education concerning 
per diets, the inhibiting effects of certain medical practices. Just 
a technique of mechanical invention has been developed, so there 
0 reason to suppose that we cannot develop a technique of social 
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rn at mma 


invention. . 

Finally, subsidies are available. If conditions of the futu e 
anything like those of the past, when as much as possibly 50 per 
of our resources were idle in one year, there will surely be the we 
available for diversion to this purpose. This point will be 
fully discussed below. 

In sum, then, the usable resources, labor power, and organ: 
tional facilities built up by the past two frontiers are clearly suffici: 
to provide, as it were, the capital stock tor the development of a 
frontier. But if the development of the new frontier is not to be: 
economic burden on the economy, supported only for humanitar? 
reasons, it must induce economic expansion. To attempt to det 
mine whether the provision of essential human needs will lead: 
economic expansion requires an expedition into the as yet rat 
shadowy world of social accounting, hopelessly inadequate data, ai 
ill-defined socio-economic concepts. i 

The basic meaning of economic expansion is that a surplus § 
goods and services is made available to an economy through t 
substitution of a more efficient process or technique for a less & 
cient one. In this way the substitution of fertile western lands { 
the poorer fields on the Atlantic coast increased agricultural 
duction; the substitution of the railroad for the slow, awkwat 
methods of canal boat travel and carriages over rough, muddy roaij 
made possible a greater geographical division of labor and so i 
creased the efficiency of the whole economy. In the same way, t! 
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Whether or not the new methods would be in fact more effi ier 
than existing methods depends upon whether, from the point ¢ 


providing adequate housing, food, and medical care is $5,000,000. 0¢ 
annually, in addition to the amount now being spent for the 
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is amount as a result of this expenditure. 
There is some evidence that the cost of better housing, food, 
d medical care would be at least partially offset by various types 
Savings. There would be, first, a direct savings in municipal and 
ilanthropic expenditures. Because these social services are not 
vided, municipalities, states, the federal government, and char- 
ble institutions of all kinds have to make direct expenditures and 
vide other services. Because of the combination of poor living 
aditions and lack of economic opportunity accruing as a result 
poor housing, insufficient food, and lack of medical care, it has 
en found on the basis of many studies made that slum conditions 
sorb a far higher proportion of governmental expenditures than 
non-slum areas. For example, in Cleveland it has been found 
t police protection costs $12 per capita in slum areas, while in 
rest of the city it costs only $4 per capita. Fire protection in slum 
sas costs $17 per capita, while in the rest of the city it costs only 
per capita. Tuberculosis necessitates the expenditure of $3 per 
ital for the slum areas, while in the rest of the city the expendi- 
e is only $1 per capita. 
A study made by the Bureau of Social Research of Indiana Uni- 
sity showed that while the slum areas of Indianapolis had 10.4 
cent of the population, they absorbed 30 percent of the city hos- 
al service during the year 1932, and furnished 24 percent of the 
es of venereal diseases treated in the clinics and 19.1 percent of the 
ients at the hospital for the insane. The cost of extinguishing 
s was 16.7 percent of the total for the entire city. Residents of the 
trict were responsible for 36 percent of what the city spent to 
est, try and imprison felons, and for almost 25 percent in the case 
misdemeanors. The average per capita cost of government in 
ianapolis was $38.56. Within the slum area it was $61.85. The 
al cost of the area to Indianapolis tax payers was $92,000, and 
‘total contribution in taxes was $11,000, leaving a deficit of 
,000. 
Second, there would be the direct savings made by individuals; 
it is quite likely that many individuals would be enabled to 
nd less on these services than they had hitherto done. For ex- 
ple, if adequate medical care were to be made available in the 
ad way suggested, because of the resulting increase in efficiency 
medical organization which presumably would occur, many 
ividuals would be relieved of sporadic heavy payment for ill- 
es. Such savings would therefore be diverted to other avenues 


of expenditure and thereby the level of purchasing power wou 
raised. 

Third, the indirect savings to the economy as a whole must 
considered. If advanced methods of social accounting had L 
developed, we should be able to estimate the costs of bad diet, t 
housing, and bad medical care. These costs must be truly stagger 
in terms of social frictions, economic inefficiency, and politi 
unrest. ‘The existence of such costs cannot but have a signifi 
depressive effect upon the national dividend, even when redua 
to purely economic terms. Savings made in this way might w 
alone cover the cost of providing essential social services. ; 

It is further true that the social cost of such a program might 
much less than the monetary amounts involved would suggest. 
the resources to be used would otherwise be unemployed, if t 
money were raised by borrowing at low interest rates, or if t 
money were raised by taxation on idle surpluses rather than on C 
sumers’ goods, then the true economic cost of the program wou 
be lower. 

Considering all these things, it would seem that the openi 
of a new frontier by the large scale production and distribution | 
essential social services comes within the range of reasonable spec 
lation. The essence of the problem is the development of institutio: 
and social techniques which would have the effect of putting the 
services on a socially self-sufficient basis. If these institutions an 
techniques could be introduced in ways to increase consumer pu 
chasing power and encourage capital investment, then the ne 


frontier would be a dynamic force in the rehabilitation of a 
scarred economy. 


; 
: 
288 THE THIRD FRONTIER . 
3 


NESPA 
December 1934.—— December 1940 


BY GEORGE SOULE 


After the arrival of the great depression of 1929 it was clear to 
jny that the trouble with this country and the world lay deeper 
hn a mere temporary disturbance of a normal equilibrium or 
unpleasant aftermath of the World War. Laissez-faire, whatever 
| former contributions, could no longer be counted upon to 
bduce the economy of abundance and the social security that 
uld be necessary for a civilized order. Important areas of the 
vate economy were being governed by administrative rather 
an by automatic competitive processes, and intervention by 
ernment was likely to become more extensive. But conscious 
itrol was bound to be evil in its effects unless it were based 
fon planning in the general interest. It would be devoted to 
ticular advantage in detail, and would be self-contradictory 
d confused as a whole, without a careful setting of objectives 
d a coordination in reference to the total situation. Furthermore, 
ile an unplanned society might be democratic as long as its 
ynomic units were small and competitive, the introduction of 
ministrative control over broader areas would be dangerous to 
jmocracy unless democracy discovered a technique for governing 
ynomic processes. That technique, it was felt, lay in the concept 
economic and social planning on a national scale. 

| These ideas were in the air before the election of President 
sosevelt for his first term. However, the many discussions to 
hich they gave rise were embryonic plans for a center to study 
#d elaborate the planning process. One of the projects considered 
; a research institute attached to a university. Another was a 
itiety or association to bring together the efforts of those who 
re interested. After the inauguration of President Roosevelt 
wention became centered on the New Deal itself, for planning 
jsmed about to take root in the national government. It soon 
came apparent, however, that some agency outside the government 
“needed for critical evaluation of what was being done, ahd 
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for projecting of planning concepts on a longer scale. Gover 
was necessarily absorbed with day-to-day emergencies, and 
subject to political pressures. In addition to whatever plann 
was to be done by government, there should be an agency 1 
amenable to study, reflection and long-term considerations, : 
one strictly non-political in the narrow sense of the term. : 

These considerations led to the founding of the Nati 
Economic and Social Planning Association in 1934. It was prece 
by a voluntary discussion group in Washington, which met reguld 
in the early days of the New Deal. Leaders of this group—I 
Lorwin, then of the Brookings Institution, Ford Hinrichs of 
Department of Labor, David Cushman Coyle, consulting engin 
and Marion Hedges of the International Brotherhood of Electri 


the Trustees and others in an attempt to clarify their general ide 

In this endeavor the Association always steered clear of ti 
impulse—usually derived from outside enthusiasts—to draft a | 
and-fast blueprint for a new social order, which it would the 1 
expected to put over on an unsuspecting public. There were pler: 
of blueprints being drafted, but they were based on a primit 
idea of planning. What the Trustees emphasized, almost from t. 
first, was the approach to the problem which had developed 7 
the experience of American management engineering—that effectil 
planning was a technique, a living process, rather than a detail 
scheme. The essence of planning lay in the mental apparatus wil 
which problems of action were approached, and in the methe 
by which they were solved. Such apparatus and methods had alreat 
béen scientifically developed in management practice, but need 
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e applied on a national scale and adapted to the political scene. 
{fforts to do more than discuss the subject and present it through 
| Age were for a time handicapped by several factors. Those 
rested were busy about their own jobs and had little spare 
s; many of them were separated by geographical location. The 
“Chairman of the Board, Mr. Lorwin, was called to the Inter- 
‘onal Labor Office in Geneva and could spend only a few months 
1 year in this country. Somewhat larger Foundation support, 
ever, enabled the engagement of a full-time Director, the 
ing of an office in Washington, and the establishment of a 
ll secretarial staff. Mr. Lorwin resigned his office and was 
laced by the writer. It was then possible to organize the volunteer 
k in a way to illustrate the planning idea by an attack on 
ific important problems. 
n doing this, the work of P E P (Political and Economic 
ning) in England was taken as a rough experimental model. 
P had developed the technique of calling together an informal 
p of qualified experts, who understood planning procedure, to 
out the essentials of a problem and recommend appropriate 
ures. This group did not undertake research in the academic 
e; its members were already severally acquainted with most 
he known facts, gathered by themselves or others. Experts in 
ial fields were called in from time to time whenever needed. 
group was so formed as to represent numerous fields of 
petence, such as law, business, engineering, journalism, finance, 
governmental officials. It held regular evening meetings over 
ries of months with the purpose of organizing existing knowledge 
basis for action to achieve desirable objectives—a type of group 
king for which there is ordinarily little place either in govern- 
at or private life, at least in the realm of broad national 
blems. The members of each P E P group were completely 
ynomous, and could decide whether or not to issue a report, 
whether or not the report should be anonymous. P E P provided 
cretary and attended to the mechanics of drafting and issuing 
report. It was discovered that records of the discussions 
stituted excellent foundations for such reports as were issued. 
One of the most useful functions of such groups was to tap 
knowledge and competence of men in business or government 
could not, for reasons of discretion, take personal responsibility. 
recommendations of policy, but could through the group 
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- procedure take advantage of the organization’s facilities to forr 
and propose programs. : 
This procedure was successfully adapted to American re 
ments. Two committees, one in Washington and one in New 
were convened in 1936 to discuss the problems associated witil 
attempt of this country to remain neutral in another world 
The members of these committees differed widely in their peg 
attitudes—they ranged all the way from extreme isolationii 
believers in collective security—but they were able scientifica 
consider and set forth the essentials of the problem. The 
of their deliberations was published in the Association’s r 
“The Maintenance of American Neutrality,” ! which was ¥ 
regarded as perhaps the best single brief treatment of the sut 
Subsequent reports, formulated by a similar process, were | 
on the textile industry,’ radio broadcasting,* and population 
For some time the offices of NESPA have been an infd 
clearing center on government activities. Students throughow 
nation have turned to this city for research and teaching mati 
because it is in the government’s bureaus that significant re 
of national and international happenings are compiled. Bé 
the clearing services based on correspondence and a growing nu 
of conferences with visitors, the Association started in Ja 
The NESPA Guide. 
This monthly publication was designed to serve as a wou 
tool and time-saver for individuals in public and university ° 
who are finding it increasingly difficult to follow the me 
materials developed by the research and action agencies 
government. Digests were given of important releases or publicat 
both government and private, as well as notes of current acti 


PLAN AGE, Vol. III, Numbers 9-10, November-December, 1937. 52 pp. 
25 cents. ; 


* “Report of the Committee on the Textile Industry in the United State 
PLAN. AGE, Volume III, Numbers 5-6, May-June, 1937. 52 pp. Price: 25 cent! 


*A National Policy for Radio Broadcasting. A NESPA Committee 
drafted by C. B. Rose, Jr. New York: Harper and Brothers, July, 1 
pp. Price: $3.00. 


‘Foundations of American Population Policy. A NESPA Committee 
drafted by Frank Lorimer, Ellen Winston, and Louise K. Kiser. Ne’ 
Harper and Brothers, October, 1940. 178 pp. Price: $2.50. 
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ing no funds available for the promotion it deserved, the Guide 
s gained wide recognition. 
With the outbreak of war in September, 1939, the Trustees 
lized that the United States confronted three major problems 
quiring planning and coordination of effort. The first was 
mediate—adjustment to the changes caused by the war. The 
ond was contingent—preparation against the possibility of being 
volved. The third was more distant, but certain—readjustment 
peace, either from neutrality or belligerency. With this problem 
closely connected the terms of the peace itself and the organization 
a peaceful world. All three tasks could be done only by applica- 
yn of the planning technique, and by the development of those 
xible controls, geared to democratic processes, that are suitable 
r the fulfillment of democratic objectives. 
-NESPA made a beginning in the attack on these problems 
sponsoring in Washington a group of expert economists and 
hers to discuss the impact of the war on major sections of the 
merican economy and to attempt to determine suitable policies 
r meeting the situation. Several reports and memoranda were 
sued, either in Plan Age or separately.’ By the summer, the study 
oup had examined some of the problems and possibilities of the 
onomic relations of the United States and the Western Hemisphere 
ith the rest of the world, which meant, for the most part, with 
e belligerents. The general implications of a victory for one or 
e other side were discussed. Special attention was paid to the 
lations of this country with Canada. 

NESPA became increasingly conscious, however, after the 
tensification of the war, of the paramount need for careful and 
ntinuous preparation for a more positive post-war world. The 
adjustment of international relationships; the reconstruction of 


S«war and Our Latin American Trade Policy.” NESPA Planning Pamphlet, 
o. 2. September, 1939. 36 pp. Price: 25 cents. 

“The United States in the World Crisis” and “Problems of Neutrality—I” in 
AN AGE, Volume V, Number 8, October, 1939. 12 pp. Price: 25 cents. 

“The Immediate Impact of War on the American Economy” in PLAN AGE, 
olume V, Number 10, December, 1939. 14 pp. Price: 25 cents. 

“American Agricultural Problems in War and Peace” in PLAN AGE, Volume 
I, Number 6, June, 1940. 56 pp. Price: 25 cents. 

“The United States and Canada: Economic Cooperation for Defense” in 
AN AGE, Volume VI, Number 7, September, 1940. 30 pp. Price: 25 cents. cf. 
so article in this issue. 
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world trade with the aim of enabling our own and every cou 
to demobilize its war resources and reorient them toward | 
welfare of its people; these are long-term necessities whose plann 
must not be overlooked in the excitement of immediate prep, 
tions for defense. The new situations continually being cree 
by the progress of the war need no less careful study, and. 
building up of an efficient defense machine by this country I 
continue to be the primary concern of the government. But 


understanding of and preparation for what lies in the future, w 


At the end of war the United States may occupy the pive 
position. The need for thorough study of reconstruction proble 
seems so vital that NESPA, as an organization, plans to enlas 
its work. Experience of the past years has shown the basic soundr 
of NESPA’s methods; now these methods must be more intens v 
applied. The Trustees have decided therefore that NESPA sb 
be reorganized so that it will be better fitted to work out: 
advance possible solutions for the problems of post-war adjustme 
In the new organization persons experienced in business and lah 
will join with those in government and the universities in stu dyiy 
ways we can demobilize and use all of our resources, to the lir 
of our manpower, in the building of a better world. The n 
organization will carry forward NESPA’s objective spirit of in ab 
and will continue a similar program of publications. Detaili 
announcement will be made with the New Year. 


U. S.-CANADIAN ARMS PRODUCTION 


‘In August, President Roosevelt and Prime Minister Mackenzie 
ig at Ogdensburg brought into existence the permanent joint de- 
se board. There was a rapidity and decision here which raised 
sat hopes in both countries. Historic prejudices were being cast 
; all interests, from those who saw in the agreements a satisfactory 
lidifying of hemispheric unity, to those who hailed a closer union 
lthe United States with the nations of the British Commonwealth, 
eed in praise of cooperation. Now it is almost Christmas, and it 
ime to see what practical advantages have come out of the joint 
jon taken at Ogdensburg; how the hopes have compared with 
lity. 

“The most noticeable fact about the behavior of the defense board 
been its reticence. Inquiries bring the answer that the board is 
Incerning itself chiefly with military strategy and that detailed 
Jans for rushing American men and ships to Canadian ports, or 
Anadian men and ships to American ports, in case of emergency, 
& being carefully worked out. At what point the emergency will 
Ml for such rapid movements, and what preparations are being 
ade at the various coastal centers to accommodate the joint forces 
terms of equipment, fortifications, and financing, we are not told. 
br do we know what types and quantities of war supplies will pass 
jer the common frontier. But it should be clear enough that such 
anning of strategy in case of attack will not suffice. Strategy must 
backed with arms and equipment, and the production of these 


ifense programs going forward at an increasing rate. There has 
hen little evidence that the defense board has been concerning 
self with questions of joint production and financing of armaments 
put the teeth into its plans for joint strategy. Meanwhile indus- 
jial expansion for arms production is going ahead rapidly in each 
untry, and may soon have reached a far too advanced stage ever 
4 permit of the integration necessary for really united defense. 
During the first part of the war Canada’s participation in actual 
foduction of war supplies was limited. Large orders for materiél 
»eded, such as training planes for the Empire air training scheme, 
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were placed in England and the United States. Canada’s own plami 
and agriculture, looked on as valuable reserves for the Empire, wes 
hardly touched. The number of people receiving relief rose fro 
544,000 in October, 1939, to 773,000 in March, 1940. Constructio 
steel output, electric power consumption all either slumped bad 
or failed to rise seasonally through the winter. The blame for thi 
seems to have lain more with England than with Canada. The Char 
berlain cabinet had no intention of spending more than the min 
mum required for the prosecution of the war, and one of its econé 
mies was expressed in its opposition to the building up of a grez 
industrial machine in Canada which might be a threat to Britis 
industry when peace came. Britain was willing at that point to bu 
its own requirements from the United States rather than lose its pray 
dominance as industrial center of the Empire. Canada was told ii 
share in the war effort was to be the training of airmen, for whon 
England would supply the planes. 

The impact of the blitzkrieg in May was first felt in Canada i) 
Mr. Ralston’s budget of June 24, calling for $700 million for th 
war and $448 million for normal purposes. Expenditure on the wa: 
since then has risen to nearer $900 million, out of a national incon 
of $4,500 million. The pendulum had now swung the other was 
with a vengeance. England, with most of its army equipment aba 
doned in Flanders, immediately requisitioned all the materiél op 
order for Canada. Overnight British policy changed to one of er 
couraging Canada to build up its own home defenses out of its owr 
resources, as a second line of defense for the Empire in case of su 
cessful invasion of England. 

A fever of activity took place in Canadian industry. Plans wer 
set on foot to produce everything in Canada with the exception 
heavy guns, large ships and heavy tanks. By the end of September 
the Dominion Government had spent $525 million on defense cont 
tracts, $390 million on Canadian account and about $135 million 
on British account. Of this total, about $450 million have been placec 
in Canada. In addition, $235 million have been appropriated ‘1 
arms and munition plants, whose annual output should be over $800 
million. At the same time, the United States, also scared by the 
events of May and June, was beginning to accelerate its defense 
program, 

At this point, the definite assurances of common interest al 
common preparedness expressed in the Canadian-American defe ( 
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ments made the situation into a triangular one. Both the 
ted States and Canada are concerned with defending the shores 
Jorth America. Both Canada and the United States look on 
ain as their first line of defense, and follow a policy of selling a 
of their arms production to help fortify the line. Both are export- 
far more to Britain than they are importing, and Canada is also 


ing far more from the United States than it exports to this 
ntry. 
bviously, defense cooperation between the United States and 
jada cannot be efficient until there is definite knowledge of the 
ntities and types of arms at their disposal, and a common plan 
the efficient production and allocation of new arms. To arrive at 
, the first step must be a definite decision as to the proportion 
ar supplies to be kept on this side of the Atlantic and the pro- 
tion to be sent to England. As nearly as this has yet been fixed, 
proportion is now 50-50 in the United States; and Canada is 
ing about a third of its production. But a sudden emergency in 
Jand might cause both these ratios to alter in favor of sending 
e. Whatever it is, and whatever it may be in the future, in each 
ntry, this proportion must be decided as a joint matter of policy 
een the three powers concerned. 
But if the United States and Canada are to cooperate to this 
ent, and it would be no more than the logical follow-up of the 
ensburg meeting and of the national policies of the two coun- 
s, their joint preparations for producing an adequate defense 
st go much deeper than appearances indicate they have yet gone. 
ere is obviously a great deal of waste and duplication involved in 
spectacle of two adjacent economies aiming at all-round de- 
se production each in its own preserve and separated by artificial 
iff barriers from each other. Both countries are conducting their 
duction programs strictly on the principle of nationalism. The 
t that the North American continent is a geographic, and poten- 
lly an economic, unit does not enter into their production calcu- 
ions at all. Expensive new industries and extensions to industries 
being set up for which there would be no economic justification 
he resources of each were mutually available on a planned basis. 
the present time Canada is starting from scratch to establish an 
tical glass industry, while its basic industries are probably already 
empting more than their present facilities rightly permit, in the 
y of motor vehicles, tanks, guns, ships, and even heavy bombers. 
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Bottlenecks, where they exist, are in substantially the same sect: 
as in this country. In these particular instances, therefore, there i 
strong argument for pooling of resources in the increased efficier 

that would result. | 
Canada has an excellent light industry and abundant che 
power, in addition to valuable mineral deposits. Moreover, since t 
industrial spurt began in the spring, with increased orders plac 
in this country by Canada, there has been an increasing tender: 
there to change over from British to American specifications in 
mament construction. One more obstacle is thus being removed f 
the path of joint production. 
As it is, Canada procures much of its needs in the heavier mam 
factures from the United States. Two things prevent it being t 
willing further to expand these imports. One is the payment 
lem, which is already acute; the other is its dislike of too ere 
dependence on supplies from abroad. Once before Canada oo i 
fingers burnt, in the matter of orders from England which we 
never filled; it fears that some new emergency, such as a i 5 
he 

m 


Japanese war, might arise which would cause the General Staff 

to commandeer all available production for its own use. Leav 
aside the question of payments, for which some solution shoul I 
found easily enough if the defense programs were really to } 
meshed together, we are left with this problem of dependence. B } 
Canada is not without assets. The cheap power and minerals ha 

been mentioned. Joint planning could not only provide Cana 
with what it lacks from the United States, but could encourage th 
development of Canada’s more economic activities, both existi 

as well as those as yet undeveloped for want of capital. The produ 


and mercury is already under way. Explosives requiring electri 
power in their manufacture, in all types of which American capacit! 
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des, can come under those conditions. 

The debit on Canada’s trade balance with this country for the 
rrent year, excluding gold exports, will amount to around $150 
illion or more. Next year it is likely to be more like $300 million. 
anada’s sterling balance on its trade with the United Kingdom, 
ast source of payments to the United States, is now blocked. All 
is year it has been a constant struggle to fill the gap. The new 
strictions on goods imported from non-sterling areas into Canada 
fe expected to produce $60 to $70 million extra in available dollar 
change annually. But this can be no final solution, and as imports 
war supplies from this country continue to increase there will 
b bound to come a time when the gap can be no longer filled. 
hat then? England is having its own payment problems and will 
bt be able to make any dollar exchange available to Canada. 
elp can come from no other quarter but here. 
In view of the past experience with war debts, Canadians are 
hary of adding to their huge foreign indebtedness in this way. Can- 
Ha has had a difficult enough time in the past servicing its normal 
jeace-time debt. However, international complications or no, it will 
Irobably have to come to loans in the end—unless one of the other 
aree possible courses can be adopted. The first is the President's 
Han to lease materials to England, and therefore presumably to 
janada as well, against repayment in kind after the war. It is still 
bo early to know how feasible this proposal may be. Taking into 
count both the political scene and the slow progress of the joint 
efense board, neither of the other two courses carries much hope. 
ne would be a policy of outright grants by the United States. This 
hight become politically feasible later, but hardly is now. The other 
ossibility would be such a well-knit policy of joint production and 
hutual use of resources that the exchange problem would iron itself 
it in a new system amounting largely to barter. 
For the past few months both governments have been holding 
lack on the brink of the problems of cooperation, each waiting 
br the other to take the plunge. In theory, the machinery for action 
Hready exists in the joint defense board, but the course of events 
as shown how little real initiative it has taken in matters of pro- 
Suction and finance. In Washington complaints are heard that 
fanadians are backward in making their wants known—that they 
fuse to take the initiative even to enter into frank discussion of 
1eir problems of supply. The British Purchasing Commission, set 
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up in New York, has also established Washington headquar 
where its members are immediately available for consultation w 
ever Government officials come up against problems affecting be 
parties. In consequence, British needs are known and the Briti 
aspect of the problem is constantly taken into account in the dd 
work of the Defense Commission. The British Purchasing Cc 
mission, however, has its time fully taken up with British matt 
and cannot attend to Canada. Machinery for the direct represer 
tion of Canada in matters of economic policy therefore is entir 
lacking. What is needed, and needed quickly, before the econon 
life of the two countries drifts further and further apart, is a Ca 
dian body of industrial, economic and military experts, with f 
powers, to work in close collaboration with the British Purchasi 
Commission and to be continually on the spot to consult with 
lay its ideas before the Defense Commission. 

If collaboration between Canada and the United States is to} 
as far and as deeply as will be required to build up a united defer 
front in North America, joint consultation will do for a start. 
the intricacies of the problem will demand more. The collaboratii 
of Canadian representatives with American Government offici 
will serve as the basis for the later much more highly developed 
chinery that will be needed to take care of joint productiaay ai 
supply. 


-: 


i el 


= eee ~~ 


. * 2 x 
ee die tic ie 


AMERICAN ECONOMIC POWER AS 
A WEAPON 


BY ALBERT T. LAUTERBACH 


“The term “economic warfare” is being used either for aggressive 
onomic policy in “peacetime”, or for wartime measures with a 
iew to impairing the enemy’s economy. If out-of-date concepts of 
loth peace and war are abandoned, then there is little substantial 
nfference between the two interpretations and the use of economic 
ower as a weapon against potential enemies in “peacetime” is 
mply a preliminary phase of economic warfare. The latter should 
le clearly distinguished from “war economy”, which means an 
rganization of internal production rather than an economic of- 
bnsive, though there are many connecting links. 

| Paul Einzig (Economic Warfare, London, 1940) distinguishes 
jetween the following methods of economic warfare: 1. blockade; 
|. boycott of neutral firms; 3. pressure on neutral governments; 
- diversion of neutral trade from the enemy; 5. granting of credits 
9 neutrals; 6. undermining the economic morale of the enemy. 
Point 4 involves the purchase of stocks of commodities which would 
Wtherwise be acquired by the enemy, and the need to provide alter- 
ative markets for neutrals when diverting their exports from Ger- 
aany. The same applies to their imports. The British war policy 
has meanwhile furnished an outstanding example of modern eco- 
thomic warfare. 


British Experience: The Ministry of Economic 
Warfare 


} The purpose of the Ministry is primarily to impair the supply 
)f the enemy with war essentials, but many of the measures aim 
himultaneously at fostering the British export trade. An essential 
Sart of the Government's activity in this field consists of securing 
hong-term contracts (in some cases for the whole output of another 

ountry) for such goods as wool, leathers, copper, zinc, timber, etc. 


* Institute for Advanced Study, Princeton, N. J. 
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The dominating position of the Empire in the production of nic’ 
(Canada), tin (Malaya, Nigeria), etc., has made it easier to exclu 
the enemy from these supplies. } 
The Ministry of Economic Warfare was established immediat: 
after the declaration of war in September, 1939, with R. H. Cr 
in control. Later Winston Churchill appointed the Laborite H 
Dalton Minister of Economic Warfare. The original concept . 
the Ministry was close to that of the Ministry of Blockade duri: 
the first World War (under Sir Robert Cecil), but events so 
proved that economic warfare today has to go far beyond t 
blockade. In the first two weeks of the new war the British int: 
cepted 140,000 tons of contraband; at the same time, they beg 
to watch all sources of possible supply to Germany. Purchases we 
blocked, insurance was held up, transport delayed, finance imped 
firms suspected of dealing with Germany were placed on a blackl. 
for British trade. In December, 1939, Britain concluded import 
trade agreements with Turkey, Yugoslavia, and Spain, which we 
arranged not by the Board of Trade but by the Ministry of Ec 
nomic Warfare. Turkey obligated herself to sell all her chromit 
output to the Allies, Yugoslavia to increase the exports of copp 
and other metals to Britain and France, and Spain to ship lary 
quantities of iron ore, mercury, and lead to these countries. ” 
obtain this, the Allies agreed to take Turkey’s entire surplus cre 
of figs and grapes, Yugoslavian prunes, etc.,—foodstuffs which th 
needed least of all. | 
Simultaneously with establishing the Ministry of Economic Wz 
fare, Parliament passed the Trading with the Enemy Act, forbiddit 
British residents to have any dealings with firms or individuals cop 
trolled by or commercially connected with Germany. Later on 
seizure of German exports to neutral countries was added to 
other measures. On April 2, 1940, Prime Minister Chamberlai 
stated: “All the war trade agreements into which we have enteres 
contain certain stipulations regulating exports by neutral countri¢ 
of their own domestic produce to Germany. For example, thes 
stipulations provide for strict limitation of the exports to German 
of fats essential to her war effort.” At the same time, rationing 
the imports of Germany's neighbors was prepared, especially wit: 
a view to Russia which had, since October, 1939, spent about $10! 
000,000 monthly in the United States for such materials as copp 
lead, tin, alloy steels and metal-working machinery. 
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| In the spring and summer of 1940, Britain adopted certain meas- 
es which were clearly formed on the pattern of the German export 
licy. A barter and clearing agreement was negotiated with Spain 
ranges, iron ore, pyrites, mercury, lead, and zinc to be exchanged 
ainst wheat, phosphates, automobiles, etc. from England or the 
upire) . It was also reported that England would use a barter pound 
n the pattern of the Aski-Mark) in her dealings with Argentina, 
uguay, and other countries. Even in 1939, the Export Credits Bill 
jovided for government-subsidized credits in order to cope with 
je German offers to neutrals. The Export Credits Guarantee De- 
irtment of the Board of Trade wrote during the first half of 1940 
dlicies on $170,000,000 worth of British exports, covering loss of 
iders, transfer of currency, and other hazards of war. In August, 
140, the Export Council formed earlier in the year was enlarged 
the addition of eighteen new “export groups” within British 
idustries. In all these cases, counteracting German trade was at 
fst as important a motive as increasing the British exports © 
jemselves. 
Although Mr. Dalton rightly declared in July, 1940, that eco- 
bmic warfare can be only one among many weapons, he has widely 
itended the scope of his Ministry. Since the end of July, no ship 
been allowed to proceed to any port in Europe (or certain 
Ictions of other continents) without navicerts from British con- 
Is and specific guarantees from the owner. Neutrals now not only 
Ave to agree not to re-export to the enemy, but are allowed only 
import strictly according to their own needs, without any margin 
r re-export. This applies especially to Spain, which imported from 
ie United States during the first eight months of the war 3,862,815 
arrels of fuel oil compared with 2,133,089 a year earlier. In other 
ords, Britain has set up, in addition to earlier measures, a long- 
¥stance blockade of Germany which offers important lessons for 
merican policy. 
| This became especially clear in the fall of 1940, when Britain 
inbarked on measures amounting to an economic offensive. An 
port drive in South America was launched under the auspices of 
he United Kingdom Commercial Corporation, an official trade 
Sevelopment organization of the Government. The latter also acted 
4 an adviser to the Dominions on economic warfare, for instance, 
h preventing the Commonwealth of Australia from accepting a 
Aexican offer for an exchange of copra for oil, on the ground that 
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this might have involved a leakage of copra to the Axis countri* 

In October, 1940, the Ministry of Economic Warfare seized | 
Bermuda more than five hundred paintings, drawings and otk 
art objects of French origin, which had been sent abroad by t 
Germans after the occupation of Paris in order to secure dolll 
exchange. 

It was also disclosed that the Ministry of Economic Warfare 
cooperating with the Royal Air Force in selecting objects for c 
struction in Germany, such as oil refineries, in accordance wir 
economic considerations. In November, 1940, it was reported at: 
meeting of the Export Managers Club of New York that Americ 
companies which disregarded English blacklists of German-¢ 
trolled companies in Latin America, encountered “unaccountabl 
delays in obtaining navicerts for goods to be shipped through t 
British blockade. The invisible hand of the Ministry of Econo 
Warfare was growing longer. 


II. The Economic Policy of the United States 


The economic weapons of the United States are chiefly th 
following: Raw material output; industrial production; purchat 
ing power; and credits. i 

In the field of raw materials, the key position of the Unite 
States is well known.? The United States produced before the preser 
war over 80 percent of the world’s sulphur and molybdenum, ove 
60 percent of the petroleum, and over 40 percent of the cotton 
copper, coal, and zinc. It is also the largest producer of aluminum 
copper, iron ore, lead, etc. The comparative importance of thi 
United States in the output of raw materials has been further ir 
creased by the war disturbances in Europe and in Asia. Under thes’ 


*See: Eugene Staley, Raw Materials in Peace and War; New York, 1 37 
Hermann Kranold, The International Distribution of Raw Materials; Nev 
York, 1937; H. J. Tobin and P, W. Bidwell, Mobilizing Civilian America; N 
York, 1940; Foreign Policy Reports, November 1 and 15, 1940. ibd 


ALBERT T. LAUTERBACH 305 


rcumstances, the significance of embargos and other restrictions 
€ to political considerations does not need to be stressed. How- 
yer, the supply of strategic and critical materials. (the former in- 
luding rubber, tin, mercury, antimony, etc., and the latter alu- 
inum, wool, etc.) must not be impaired, and possible reprisals by 
ther powers in this direction must be taken into account, though 
fis must not be done on the “appeasement” principle. 
| As to the role of the United States as a purchaser in the world 
harket, both its tariff policy and other measures have been guided 
Intil recently by domestic rather than international considerations. 
Suying the products of our friends, and refusing those of our 
inemies, should become more and more our trade policy, even if 
this may seem unprofitable from a business point of view. Barter 
greements and clearings with those countries whose currency is 
2 a doubtful state—which means most of the remaining neutrals— 
tan -hardly be avoided. In 1938, when Britain was in a position 
jomewhat similar to that of the United States today, Paul Einzig . 
(Bloodless Invasion, London, 1938) analyzed the German trade 
methods and picked out those that could be employed by other 
ountries; this list included government purchases for war reserves, 
Assistance to enable a country to stabilize her currency, permanent 
Hebt funding agreements, sale of second-hand armaments, etc. 
EMBARGOS AND LOANS. The recent embargo policy is, viewed 
politically, a big step in the same direction. Since October 16, no 
$crap steel or scrap iron may be sold except to the Western Hemi- 
phere and Great Britain; Japan bought 91 percent of her supplies 
n this field from the United States in 1939. This is considered more 
Mffective than the “moral embargo” on airplane engines and parts 
and the July 25 embargo on aviation gasoline, but a space of three 
lveeks was left before the scrap embargo became effective; moreover, 
WJapan may still buy finished steel here. Meanwhile Japan has ac- 
umulated large reserves from its purchases in previous years; since 
1934, the United States has furnished between 70 percent and 80 
fpercent of the steel for Japanese rearmament. Three years ago 
Senators Pittman and Schwellenbach vainly introduced resolutions 
for an embargo on war supplies to Japan. 
| The following implications of embargos should be clearly 
frealized: (1) embargos as well as barter or clearing agreements 
Ypresuppose a government-controlled organization of the respective 
trades in order to be effective; (2) embargos, if they are really 
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effective, tend to induce the powers concerned to take violent ste‘ 
for the solution of their problems, such as invasion of other countri: 
Only if coordinated with political and, if necessary, with milita: 
prevention of such possible reactions will an embargo policy | 
consistent; (3) all these measures may accelerate the disintegratid 
of our foreign trade which, however, is in fact due to the who« 
international development. This will mean heavy sacrifices for lar; 
sections of business, for the first year of the war brought a strikit 
revival of American exports (4 billion dollars, compared with le 
than 3 billion in the preceding period). The increase in impor 
was somewhat smaller, but still around 20 percent; both increas 
were due largely to war materials. It is better, however, to avoid 
illusions about foreign trade in a war-torn or Fascist-domin te 
world. : 
The ban on the withdrawal of assets from German-occupied tern 
tories has been generally approved. Whether this could not - 
extended to assets from other countries is worthy of consideration 
this, however, would be sensible only as a lightning measure, pra 
ceded by a gradual withdrawal of substantial American assets fre 1 
these countries. This again would presuppose a large amount ¢ 
governmental control. Continued attention to the elements ¢ 
synthetic raw materials, where shortage in enemy countries is like E 
to arise, should also be included in the embargo policy. 7 
As to foreign loans and investments, there should be no douk 
in our minds about these funds being given a fond perdu and 4 
political reasons, even though they may be refunded in some cases 
The granting of $500,000,000 new capital to the Import-Expor 
Bank for loans to Latin America is an important step, especialll! 
since much of it is earmarked for armaments or essential war con 
struction such as sections of the Pan-American highway. Mr. Jessi 
H. Jones, in testifying on this measure, admitted that much of - 
money might be lost. Fy 
With regard to Germany and her allies, both the British block 
ade and previous American measures leave little to be done, excep 
the tightening of supervision of both Russian and Spanish im 
ports from this country and the prevention of Germany from getting 
foodstuffs for the alleged feeding of Western Europe. The Europea 
Continent as a whole was self-sufficient in potatoes, rye, sugar, anc 
many other important foodstuffs before the war and the Ge 
invasion, but afterwards Holland, for example, lost 90 percent 
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=r butter reserves in a week. 
OUR TRADE WITH JAPAN. Our exports to Japan in the 8 months 
nding August, 1940, were 147 million dollars compared with 135 
lillion dollars in the same period of the previous year; a gain of 
percent. During the same period, United States imports from 
upan rose 12 percent in value, partly due to higher silk prices. 
he United States has been generously providing war materials, 
ch as cotton, to Japan on an increasing scale. Japan has recently 
ben buying large quantities of copper in the United States in order 
» forestall a possible embargo. Tremendous quantities of oil, both 
fom the United States and from Mexico, have been shipped re- 
tntly and Japan has her own refineries for the manufacture of 
Viation gasoline. The same applies to woodpulp, cattle hides, auto- 
hobiles, and scores of other materials relevant to war (see Arthur 
ock’s list in the New York Times, October 1, 1940). The United 
tates is also a good customer for Japanese raw silk and other items. 
[It has been revealed in the British Parliament that even Canada 
las recently sold copper to Japan!) Yet Japan is economically more 
jilnerable than any other power and her chief industries were 
»rced: to cut production in February, 1940, due to a coal shortage. 
Up till now, the Philippines have been an important loophole 
br any American embargo toward Japan, official or “moral”. Japan 
las been importing from the Philippines more than a million tons 
high-grade iron ore a year, virtually the entire output of the four 
ton mines, and the bulk of the copper, chromite and manganese 
yroduction. : 
| It was revealed in October, 1940, that despite the President's 
mbargo of July 31 Japan was still receiving large quantities of gaso- 
e—including low-grade aviation gasoline—from American ports, 
which proves that even official embargos are not always watertight 
‘see New York Times, October 9, 1940) . At the same time, arrange- 
whents were made by both the British-controlled Royal Dutch Shell 
froup and the Standard Vacuum group to Cover approximately 40 
Jercent of -Japan’s oil requirements for six months by deliveries 
tom the Dutch East Indies, which would offset the American 
imbargo. Immediately afterwards, it was disclosed that Britain had 
jontracted to purchase the aviation gasoline production of Nether- 
inds India, thus forestalling the Japanese move. The Associated 
tress, however, reported on November 13 that an agreement to 
aise Japan’s oil imports from the Netherlands Indies from 494,000 
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tons to 1,800,000 tons annually had been reached, with both t: 
Standard Vacuum Oil Company and the Rising Sun Petrolet 
Company (Japanese subsidiary of the Shell group) acting as i 
porting agents for the Japanese. Moreover, Japan is believed 
have accumulated an oil reserve of some 15,000,000 barrels duriii 
the last few years, largely through imports from the United Stat 
In the field of metals, Japan is now prohibited from buyiii 
scrap steel in this country, but has been able to place here, Vv 
recently, orders for such items as warship plates, according to a sta 
ment on November 2 by Mr. E. C. Barringer, secretary of the I 
stitute of Scrap Iron and Steel, Inc. At the same time, Mexico, whid 
has less interest in the Far East than the United States has, pr 
claimed an embargo on the exportation of mercury to Japan, an 
cancelled a lease of oil land to that country. : 
A common move by the United States and Britain with a vie 
to stopping essential trade with Japan has recently been considere: 
especially since Canada prohibited copper exports to Japan witho 
waiting for an analogous move by the United States, but no dee 
sion has been reached as yet. 
Senator Wheeler charged recently that “Japanese firms haw 
been licensed by American manufacturers to use American plan 
in making their airplanes”. He also said he feared that certai 
American firms with defense contracts were “paying royalties 4 
the gigantic German chemical and munitions trusts”, which woul 
involve both shifting American government funds indirectly 1 


the Axis countries and supplying foreign corporations with infor 
tion on technical advances. 

U. S. AND THE NEUTRALS. Finally the Neutrals can be influences 
both by rewards and by threats, the former method being prefet 
able. The most important field is Latin America and, above al 
Mexico. Without going into the economic and moral problems ¢ 
the Mexican oil policy, it would scarcely be good strategy even fron 
the viewpoint of the oil companies to force Mexico to increase con 
pensation or to abandon the expropriation policy, if the price to bi 
paid in the long run would be a Fascist or Nazi Mexico. Simila 
considerations may apply to the silver purchasing policy, althoug: 
I cannot make any sense out of the latter from a purely economi 
point of view. 

During the first World War, United States imports from Latit 
America rose by $640,000,000 and it has been estimated that - 


ALBERT T. LAUTERBACH 309 


alf of Latin America’s exports could be absorbed by the United 
States on an economic basis. According to another estimate, $400,- 
)00,000 annually of United States purchases could be transferred 
o Latin America from other countries. (E.g., manganese from 
he Soviet Union to Cuba and Brazil, platinum from the Soviet 
nion to Colombia, tin from the Far East to Bolivia, etc.) The 
yovernment recently decided to erect a tin-smelting plant in this 
fountry and the Metals Reserve Company—a subsidiary of the Re- 
onstruction Finance Corporation—has agreed with Bolivian pro- 
ducers to buy tin ores and concentrates sufficient to smelt 18,000 
fons of fine tin annually for five years. 

Such policies, however, will be possible on a large scale only 
lander the following conditions: (1) centralized organization of 
American foreign trade with a view to both collecting and distrib- 
ting orders. (2) bilateral barter agreements with a number of 
ountries, if necessary with clearing arrangements. “Barter” need 
jnot imply the shady reputation attached to it by German usage 
and it is by no means advocated that we imitate the Nazi methods 
bf trade (see Plan Age, Washington, September, 1939; “War and 
bur Latin American Trade Policy”). 

The “cartel” plan, aimed at purchasing in bulk the surplus 
products of Latin America, was buried some months ago (if it 
ever had a meaning other than that of overshadowing the German 
export propaganda) . Instead, aid in industrialization of that region 
by American capital has come to the fore, but such a policy—un- 
questionably superior to the “cartel” scheme—will only fulfill its 
jpurpose if it is not to be confined to plants that promise business 
profits within the near future. 

) During the first year of the war, exports from this country to 
South America increased by 50 percent, while imports rose only 
moderately. In the case of Argentina, the respective figures were 
80 percent and 46.2 percent, leaving an export balance of $38,000,- 
1000 in favor of the United States. The industrialization of Latin 
‘America with well-considered assistance from the United States 
ould sooner or later result in a supply of specialized manufactured 
Sproducts for which markets could be found in the United States, 
‘and would thereby enable those countries to pay for American 
products. Even during the period of industrialization, the moral 
Jeffect of such a policy might offset the inroads of German trade, 
Jsuch as the attempt to introduce in Brazil German standards or 
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specifications on such goods as railroad materials. 
To some extent, Germany’s prestige in Latin America ha 
apparently been hurt by her inability to deliver goods sold unde 
contract last spring for fall delivery, but she will keep her ke 
position in Latin American trade as long as American firms cone 
to rely predominantly upon German agents who use their dolla 
royalties to spread anti-American propaganda. If American ex 
porters are not able to secure suitable American agents, then i 
appears to be a government task to train such agents and to sen: 
them, if necessary under its own auspices, to the various Lati: 
American countries. : 
A promising proposal for a three-way deal between the Unite 
States, Great Britain and Argentina was put forward in Novembe: 
1940. The idea is to utilize Argentine assets in Britain, which hav 
been blocked due to the British export difficulties, to finance pu 
chases by Argentina in this country, thus relieving Argentine cu 
rency difficulties. Probably similar triangular agreements could be 
concluded with other Latin American countries as well. i 
As far as purchases in that region cannot be made economically 
they have to be considered as insurance payments. Indiscriminat 
spending is not advocated, but any amount of taxation for this pun 
pose, or for protecting American farmers against Latin American 
competition, will still be cheaper than the cost to the Americart 
people of a nazified Latin America. To quote the London Economist: 
July 13, 1940: “The initial cost of financing Latin America’s unsolc 
surpluses might be as much as £100 millions per annum; but the 
defeat of the Nazis’ plans and stratagems in the republics woul 
seem to be well worth the temporary outlay that the United States 
might have to make.” at 
At the same time, the illusion that we can “buy” everything 
under the sun must disappear. Purely economic pressure upon neu 
trals is useless, and often dangerous, if not utilized politically. If 
we feed the Latin Americans with credits without linking the latter 
with a very definite policy—which cannot be encouraging semi- 
Fascist dictators there—then they will improve their equipment 
only for final utilization by Germany and Italy. Economic influence 
can essentially support political (and sometimes military) action, 
but it can never entirely replace these latter methods of defense. > 
Moreover, little space is now left for long-term measures, which 
are the proper field for economic influence. This is another rez 
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or considering economic pressure—now necessarily consisting of 
hort-term effects—only as subsidiary. 
OUR AID TO BRITAIN. As for Great Britain, much has been done to 
itilize American industrial resources for its defense, but much more 
emains to be done. Above all, it has not as yet been generally recog- 
ized that Britain’s survival is as much in the American as in the 
British interest, and that, with or without official declaration of 
war, this country should in its own vital interest organize its €co- 
omic resources with a view to the greatest possible assistance to 
Britain’s war effort, even if this is to mean essential changes in the 
erican economic structure. 
| In addition to arms of various kinds, Britain has in recent 
‘nonths been receiving American steel, including scrap, at a rate of 
approximately 1,000,000 tons a month, as well as large quantities of 
nachine-tools, chemicals, clothing, medical supplies, and other war 
essentials. In the first year of the European war, the value of United 
States shipments to Britain amounted to $780,000,000, 57 percent 
imore than in the previous year, the main items now being aircraft 
and parts, explosives, firearms, metals and metal-working machinery, 
ichemicals, and petroleum products. 36 percent of the total American 
‘exports during that period went to the British Isles and 44 percent 
‘to countries of the British Empire. This latter figure included the 
ibulk of all American éxports of airplanes, firearms and explosives. 
On the other hand, these figures, impressive as they may sound, are 
still only a small fragment of the productive capacity of the United 
States. 
\ In October, 1940, an agreement between the two countries stipu- 
ated that 250,000,000 pounds of wool bought by Great Britain 
ifrom Australia would be stored in the United States and would be 
Javailable for purchase by this country in case of an emergency. At 
the same time, it was pointed out that the newly established Prior- 
lities Board would give British orders the widest possible considera- 
ition. Shortly after his reelection, President Roosevelt stated that fifty 
dpercent of all aircraft deliveries would go to Britain. Secretary Mor- 
igenthau announced in October that British and American fighting 


§American aircraft plants. 
Standardization is also a feature of recent British orders for 
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merchant ships, especially for some 120 freighters of 10,000 ton 
each to be constructed by assembly line methods in the interior Cc 
the United States. It is clear that a possible expansion of the shiji 
building facilities of this country, to which the British Governmen 
is expected to contribute investment funds, will be in the interee 
of American defense as well. 
Mr. Hugh Dalton’s latest proposals for American help sugges 

a further step in cooperation. Mr. Dalton wants American business 
men to help him and the British Navy shorten the war by joinin; 
“in boycotts and sanctions. Besides boycotting of firms friendly te 
the Axis Mr. Dalton suggests: “You could immobilize all the enem: 
ships in your ports. You could deny facilities to those neutral shipy 
which we have publicly listed as likely to become blockade runners 
You could decline to ship by them or to charter them; you could 
refuse them, throughout the world, repairs, insurance and bunkers 
You could decline to trade with those firms in neutral countries whom 
we have blacklisted as friends of the enemy and with whom na 
British subject may deal. If such people hold your agencies you 
could take them away. That would be a heavy blow. Last, and moss 
important, you could extend and tighten up your export control: 
to insure that no vital materials get through to the enemy. This is 
a tremendous weapon.” : 
However, all these measures, important as they are for Britain, 
are only a beginning if compared with the potentialities of the 
American economy. Even those who stick to the traditional concepts 
of peace and war will admit that much more assistance to Britain: 


> 


could be given “short of war”, if only we are going finally to recog 
nize that a state of emergency exists for this country just as muchi 
as for Britain. This would in some cases involve sacrificing American} 
private consumption in favor of deliveries to Britain, either by: 
doing without certain goods such as new automobile models, or by 
undergoing heavier taxation. In other cases, idle resources—such as! 
stocks of cotton and other surplus commodities—could be utilized | 
for Britain. Coordination of purchases in Latin America and elimi-. 
nation of competitive bidding by the United States and the British 
- countries anywhere in the world would be another important task. 
War-essential and other important British research facilities could 
be given a berth in this country, and a revival of American a 
atlantic traffic should be considered. It is time, however, to make 


clear that in the long run all these activities cannot be made eff 
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ve without having an over-all planning body—be it called Ministry 
- Supply or Committee on National Defense or otherwise—coordi- 


ate them with considerable executive authority. None of the 
leged dangers for democracy of such extraordinary measures can 


e as grave as the danger of a British defeat. 


THE COST OF COMPETITION 


* 
BY LAWRENCE K. FRANK 


It seems clear that the advantages and disadvantages of compe 
tive enterprise, private initiative and the “profit system” are i 
creasingly to be debated. Not only do our own economic perplexiti 
and distress focus attention upon this question, but the experimen: 
abroad force us to consider alternatives to, and modifications in, ou 
present scheme of things. In this situation, there is need for som 
further statement of the terms of the problem so that inquiry ma 
go forward as well as argument. Accordingly, the following dil 
cussion is offered to direct attention to some of the social a 

individual costs of competition and profit seeking, in the hope tha 
this attempt to state the problem may enlist the interest of tho 
more competent to collect and weigh the empirical evidence. 


I. 


Meet 5 Bebe Ao sae 


Direct costs in terms of capital losses to society at large arise fror 
many manifestations of competition in practise. Business failu ‘ 
for example, brought about either innocently or criminally, entai 
loss either to entrepreneur or to the sources of capital or both. A 
tempts to meet these probable losses are made in the form of increase 
interest rates and additions to selling prices, since, under conditior 
of free enterprise, some failures and uncollectible accounts 
inevitable. 

One of the conspicuous derivatives of competitive business is t o 
litigation it creates. This is equally true of big business and small] 
its usefulness as a weapon of competition is recognized by both. A 
frequent cause of failure in small enterprises, in big concerns t 
cost of litigation, plus the money damages assessed against the loser} 
are added to the general overhead expense that is loaded upon sell! 
ing prices and thus distributed through various channels to t 
ultimate consumer. E 

The conflicts between highly competitive business interests have 
given rise to numerous other activities that add immensely to tl 
cost of competition. Racketeering is one of these; tribute payments 


* New York City. 
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nd compulsory closures must go down on the consumer's bill. 
urely competitive advertising is another. The enormous waste of 
hatural resources of minerals, oil, gas, lumber, and soil fertility, due 
0 competitive exploitation, must also come into the reckoning. Ef- 
jorts to halt or minimize these losses have not been very effective 
because they conflict with the doctrine of free enterprise and compe- 
ition as set forth in the Sherman and Clayton Acts. 

| But probably the most widespread and fundamental waste in- 
folved in the competitive system is idle equipment. In most business 
}nterprises, especially since the income tax procedure has been in 
: peration, a definite charge for obsolescence and depreciation is made 
dnnually. Hence a percentage of the capital investment is each year 
dded to the cost of production. In addition, selling prices are 
increased above actual cost by an amount designed to cover a return 
bn the capital invested in the business, either as interest or profit. 
tince a considerable fraction, difficult to determine accurately, of 
plant capacity and distributive equipment is idle because there are 
lo many competitive enterprises, there is currently added to the 
price of the goods sold a goodly sum for such unused plant and 
quipment. It is this withholding of production and services because 
hey are not profitable that Veblen termed “capitalistic sabotage.” 
Wnder the recent emergency activities of the Federal Government, 
is principle of charging the consumer for maintenance of idle 
fapacity not capable of profitable use under competitive price con- 
itions has been extended to agriculture. The processing taxes, 
Evied upon processing of agricultural products so that the funds 
ollected thereby may be paid to producers for withholding or de- 
troying production, brought a new item into the total cost of main- 
aining competitive business. The costs of government operation 
such schemes, together with the cost of relief payments to idle 
vorkers, are other direct results of this system. 


II. 


The foregoing direct or obvious money costs of competition bulk 
urge in the aggregate, but there are other costs, less apparent, yet 
‘qually important and burdensome. In a competitive money econ- 
my, competition? is largely in terms of prices which can be lowered 


¥*It is of course to be recognized that many competitive industries are oper- 
Ling under plans for price fixing, division of territories, etc., as the Department 


if Justice has frequently demonstrated. 
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either by greater efficiency or by lowering quality. It is safe to sa‘ 
that lowering of quality, through inferior materials, shoddy work 
manship and misrepresentation, is the major resource of small cor 
petitive industries. What this production to meet competitive pric 
‘markets means in various direct and indirect costs is difficult to saé 
because the practise is so insidious. 
Another method of meeting price competition is through redua 
tion of labor costs, either by means of greater efficiency of manage 
ment and equipment or through wage-cutting, longer hours an’ 
denial of wholesome sanitary, safe conditions. How far strikes, lock 
outs and other forms of industrial dispute may be assigned to com 
petitive business will be answered in different ways by each observe 
Labor organizations have responded to the competitive situation ¢ 
industry and business by attempting to set up the closed shop. Theg 
have also enforced rigid limitation upon output per man as anothe 
method of controlling abuses and maintaining the price of labon 
just as the manufacturer endeavors to maintain the price of goods bl 
limiting production. Recently the emergence of competing labo 
organizations, each striving for the control of the labor market ha 
brought in this area what we have long seen in competitive bus 
ness struggles. 4 
Further examples of the indirect cost of competition may |} 
cited: the professional services, for instance, are carried on undé 
competitive conditions of each man for himself, and are consé 
quently expensive and in many cases inadequate. But the greatee 
of the indirect costs is in the rising costs of governmental regulatio 
and control over competitive activity. The list of these agencies 
federal, state and local—is impressive, and the annual costs are enop 
mous. In addition to regulation and control, we also have govert 
ment inspection to enforce observance of legislative standards 
various kinds, now including wages and hours, in banks, factories 
packing plants, stores, restaurants, railroads, steamships, ail 
planes, etc. Most of these governmental regulations arise from thi 
desire to permit competition but to avoid or limit its undesirabl 
consequences.? ' 
Other categories of governmental expenditures, some of whic! 
are recoverable, include the growing practice of subsidizing or other 
wise financing many different forms of construction, operation a 


*Cf. the writer's paper “Social Problems,” AMERICAN JOURNAL OF Si 
CIOLOGY, Vol. XXX, No. 4, January, 1925. ' 
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ven speculation in commodities, as a method of keeping competi- 
ive business going. This is seen in the advances made by govern- 
jental agencies to banks, housing construction, business enter- 
prises and raw material producers of all kinds, over and above so- 
alled relief and W.P.A. projects. It is seen particularly in the gov- 
trnment-aided struggle for foreign markets. In the current discus- 
lion of the rising costs of the federal, state and local budgets, it 
vould be illuminating to see how much of these rising costs might 
»€ attributed to competition and these various efforts to maintain 
ompetition and also protect the social life from competitive 


)ractices. 
III. 


) If we look realistically at the situation, it would appear that 
laissez faire, free enterprise and price competition made possible the 
apid exploitation of machines and natural resources, but that today 
he cost of continuing free competition under money prices is begin- 
ing to absorb an increasing share of the total national income. 
How much, in human terms, this costs in the aggregate, we can not 
Accurately reckon. We can, however, indicate the nature of these 
losts if we can not compute their magnitude. 
) From a broad national viewpoint, we could say that all these 
noney losses and money costs indicated earlier are but different ways 
pf distributing income: in so far as they serve to maintain numerous 
sersons who can not be allowed to starve, the diversion of income 
o such persons might be regarded as a form of overhead expense 
jor maintaining our economy.’ So long as our society has no clear 
hims or purposes but to grant individuals opportunity for self-ag- 
rrandisement, there is no reasonable basis for deprecating racket- 
Hering, bankruptcy, arson, unnecessary advertising and a growing 
bureaucratic government control. We not only allow but applaud 
hind socially dignify those who ruthlessly destroy our natural re- 
ources, devitalize our human resources and baulk our economic 
efficiency: hence, in fairness, we should not condemn the lesser fry 
who, with the same logic of calculated aggressiveness, “get theirs.” 
The foregoing point is made, not to display the cheap cynicism 
yo prevalent today, but to emphasize the necessity and inevitability 
1) *It is interesting to observe how often this point has been expressed recently 
by various persons who frankly say that relief, social security provisions (old 


ge and unemployment) are inevitable costs of protecting the profit system and 
nust -be so considered and borne by the beneficiaries of that system. | 
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Cnty 4 


of some scale of values in discussing any social situation and to intr 
duce the discussion of the human costs entailed in a competitiv 
profit-seeking society. : 
Granted that our agriculture and industrial equipment could t 
operated under any institutional arrangements we might choo 
(collectivism, producers’ or consumers’ cooperation, capitalis 
etc.), since the technological processes are not dependent on th 
controls, what standpoint or criteria of desirability should © 
adopt in assessing the human costs and gains of an economy? Th 
question is relevant not only to the evaluation of our present co 
petitive, profit-seeking society, but also in consideration of the v 
rious alternatives, actual and potential, now before us. ; 
It is customary in such a discussion to refer immediately to 
poverty and deprivations imposed upon the bulk of our populatic 
as contrasted with the wealth and income of the very few, and t 
stress the terrible price in human terms we pay for allowing peop 
to live in such degraded, obscene conditions (“one-third ill-housec 
ill-fed and ill-clothed’”). This approach merely invites argumen 
over the rapidity with which the standard of living has been risii 
and comparisons with the town and agricultural laborer of a cer 
tury ago. It is suggested therefore that we assess the human costs ¢ 
our competitive, profit-seeking economy in the lives of the rich an 
successful. If we can not find adequate justification for our econo 
in their lives, we need not rehearse all the misery and injustice ¢ 
our times to demonstrate the point. q 
What price does competitive profit seeking impose upon thi 
successful man and his family? The usual defense of “rugged in 
dividualism” is that competitive striving stimulates initiative ano 
individuality. But it is evident that competiton, by forcing e 
competitor to engage in activities that are prescribed by the ot 
compétitors and are stereotyped by the rules of the legal-econot 
game, actually suppresses individuality; the individual can not v. 
or depart except in terms of intensity and magnitude, or lack o 
scruples, since competition means striving to defeat or outdo other; 
in a narrowly restricted pattern of activity. The coercion of com: 
tition in business forces every man to watch his competitors w 
unceasing anxiety lest he fail to keep ahead of them or lag in adop 
ing every device and trick they use. We need only reflect upon ¢ 
business cycles to see the blind, sheep-like obedience to competit 
standardization imposed upon business men who are unable to’ 
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st it, even when they realize the absurdity of the situation and 
bresee the destruction it will bring. Our banks and other pecuniary 
gents are peculiarly susceptible to this competitive coercion since 
xe handling of money and credit is so largely a ritual that derives 
s major efficacy and its patterning from mass action and conformity 
» the prevailing creed. 

The dominant urge of the competitor is first to be like others 


hetitor is forced to go on as if he were still racing. What competi- 
jion has done economically has been to spur individuals to exploit 
ur technology and resources in the process of striving to beat others. 
But to insist that economic advancement of a people can be insured 
bnly through competitive striving is to confuse process with 
urpose.* 

} Not only does economic competition stereotype the economic 
ictivity, but it stylizes the life of the competitor and his family. 
juccess in competitive striving necessitates a rigid conformity to the 
lesign for living that each competitive group has adopted as its 
jitual. The ambitious young man therefore finds a well ordered 
icheme of life to guide him in almost all of our leading occupations. 
his scheme regulates not only his own dress, recreations, compan- 
ons, speech and ideas, but also those of his family so that of neces- 
Nity his wife and his children must also conform, in all the minutiae 
of life: house, domestic economy, cars, sports, entertainment, clubs, 
clothes, church, schools, colleges, vacations, and so on. 

It is one of the ironic and yet pathetic aspects of our competitive 
Rife that with each step up in the ladder of success, the regimenta- 
fion of the individual and his family becomes more intense and 
oercive. The goal of competitive striving is to be allowed to submit 
‘to these exactions and find fulfillment only in doing as faithfully as 
‘possible what others in one’s competitive class are doing. Our leisure 
lass lives a life of unremitting endeavor to keep up with the en- 
forced requirements of its leisure time schedule and every “smart” 
Yresort offers this spectacle of anxious concern over one’s orthodoxy. 
The price paid then by the successful for attaining the higher 


“Cf. Competition and Cooperation. Social Science Research Council reports. 
See especially “Cooperation and Competition Among Primitive Peoples,” Mar- 
aret Mead, McGraw Hill Book Company, New York, 1937. 
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levels of competitive rivalry may be the abandonment of individ 
uality and the acceptance of fashion and style and “social” non 
for living. This applies not merely to business life but to most pr 
fessions as well, since the prevailing mode of a culture dominat 
all socially sanctioned activities therein. 

But the more subtle and insidious phases of competition are t 
be seen in the influence upon personality. In a competitive societt 
the individual is from early years taught that his value to societ 
and his worth to himself is to be judged by the measure of hi 
achievements, not merely as his temperament and gifts may direc 
them, but as set by the prevailing patterns of the society. For t 
relatively few persons who do have the outstanding abilities t 
meet these competitive tests successfully, there are innumerabl) 
others, indeed, the bulk of the population, who are doomed 
only to failure in the competitive race but to self-accusations, guili 
feelings and the bitterness of defeat that leads to all manner 
self-punishment and retaliation upon others. The cost in perso 
ality terms of the successful aspirants is perhaps more significan 
for our inquiry than is the examination of the failures. 

There is of course a selective factor at work upon those wha 
engage most actively in the competitive striving; not only ability 
but a need for the kind of pressure the competitive situation exer 
are present, since the process is circular. The individual who ir 
early life is personally insecure, feels a strong desire to “get even’i 
for his childhood unhappiness or is goaded by an inner feeling o 
inadequacy or guilt, finds in the competitive game a release fo 
these tensions and a further stimulus to increased tension. Eact 
step forward in the competitive striving brings both the confidence 
for further effort and the incentive in the form of the more de: 
manding requirements of the position ahead. Thus is set up that 
circular response that spirals up in intensity of activity paralleled by 
an equal or greater intensity of need for larger effort. 7 | 

One of the significant aspects of competition is this inability 
to attain any security in terms of the competitive activity in which! 
it is sought. The reasons for this are more or less clear since co a 
petition denies any status that can be considered terminal, hence 
the competitors, while always setting goals for themselves, are 
forced to a continual rejection of those goals when attained, in 
favor of a more remote goal. This rejection is necessitated by the 
onward striving of others who threaten each goal as reached, but 
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nore imperatively by the individual’s own personality that has 
set that goal only as a symbol. It is indeed remarkable how naively 
we have looked upon the ambition to be wealthy, politically power- 
ful or otherwise highly placed, as if the wealth or position were 
really significant to the individual.* 
This gives some insight into the personality make-up, and social 
iphilosophy of our captains of business and finance. They are in- 
sistent that only this unremitting pressure of competitive striving 
‘can insure our social welfare and any relaxation of such pressure or 
linterference will inevitably weaken our lives and destroy our cul- 
jture.* This viewpoint is of course a necessary one to those engaged 
lin the competitive struggle since it serves to make reasonable the 
jonly kind of society that they can be at home in. Moreover, they 
exhibit an appetite for the pressure of their affairs that also be- 
jcomes understandable as the necessary condition of their living: 
when individuals are driven by feelings of hostility or guilt or 
anxiety, they develop such an avidity for strain that it becomes 
indispensable. Only when that strain is removed by forced retire- 
ment, as ill health or sudden failure of business, do we see the 
extent to which the individual has been driven and the pressure 
under which he has been living. The frequency of general collapse 
jand of early death in such cases is so well known as to require no. 
further comment. 

The competitive urge then becomes comprehensible as we see. 
Jit in terms of obsessional preoccupation with personal inadequacy 


5“Man seeks... happiness .. . but only finds success... .,” from MODERN 
EDUCATION, by Otto Rank. Alfred A. Knopf, New York, 1932, p. 5. 

®Tt is interesting to compare this business man’s conviction with the reiterated 
statement by various dictators that war, aggression and constant tension are 
W necessary and desirable to keep up the stamina and vitality of the race. 

See Horney, Karen—“The Neurotic Personality of our Time”, W. W. Norton 

~ & Co., New York, 1937, for further discussion of the meaning of competi- 
tion in the individual life. 

Instead of viewing high blood pressure and gastric ulcer as the results of 
business worry and pressure, it begins to appear that certain kinds of per- 
sonalities seek such positions as a way of releasing hostility or anxiety and 
in time develop these dysfunctions and illnesses as a further symptom of 
their personality distortions. 

Cf. Dunbar, H. F. “Emotions and Bodily Changes”, Columbia University 
Press, Second Edition, 1938. 

Also, Alexander, Franz. “Psychological Aspects of Medicine”, from PSY- 
-CHOSOMATIC MEDICINE, January, 1939, Vol. 1, No. 1. 
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and anxiety that has been projected out into a society, organize 
primarily to meet the needs of such persons. Not all inna 
and anxious persons engage in competitive striving so we musti 
recognize a further characteristic, hostility and aggressiveness, that; 
finds in the competitive scene a socially sanctioned area for its 
release. The combination of obsessional thinking, anxiety over 
personal inadequacy and hostility requiring an outlet, provides the 
energy of a competitive society and indicates the etiology of the 
“sickness” of a competitive society. : 

It is characteristic of each personality to wish for a world mad 
in its own image, hence the successful individuals are concerned 
with the perpetuation of their own patterns and the formulae 
they have used to make them seem reasonable. Being successful and 
powerful, these individuals insist upon their own personal pattern 
in education, especially of their own children, and in social theory 
(economics, political theory and sociology) whereby our society iss 
kept true to the trends of their own make-up. Probably the most: 
frequent “reason” given by the successful business man for his con- - 
stant striving for greater success is the necessity of “providing for > 
my family’. It cannot be said that the children, especially the: 
sons, fully repay this parental concern and “self sacrifice,” since in | 
so many cases the successful man contrives to ruin his children, 
This is due, not so much to his success and wealth, as to the v 
quality of domineering aggressiveness that has made the fathe 
successful in business but a failure in human relations. 

To follow out the price we pay for this way of life into all the 
intricacies of social and personal life, the frustration and wastage | 
of temperaments and abilities that do not and can not conform to 
this competitive stereotype, the inevitable failure of the many whe 
try to conform and fail, more often from lack of aggressivenes: 


are being drawn into competitive business and thereby impoverist 
ing all other activities; another is the damage and obstructiot 
inflicted upon society by the failures who attempt to “get even 


"It has been suggested that the inability of an individual to meet the requir 
ments of marriage and family life on a personal basis turns him to business su 
cess as a compensatory gesture to the family he has otherwise failed. The wive: 
of successful men of affairs offer an interesting commentary on their “success’ 
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or their failures. 

| If we could demonstrate that the successful competitors, in the 
quality of their own personal and family life, justified the enormous 
ocial costs involved in a competitive society, the price we pay 
might be made to seem reasonable; but when those who come out 
bn top must make such enormous sacrifices and gain so little, we 
Lan but add the human wastage of the successful to that we see in 
the mass of men and reach a staggering total of human frustration 
nd defeat that is rendered more tragically poignant by the very 
janawareness of the victims. 


IV. 


| The costs of competition do indeed need to be assayed as the 
foregoing sketch of the different varieties of costs indicates in order 
that we may more adequately assay the many merits and advantages 
bf competition. It is unfortunate that the real issues are being 
idebated, not illuminated, and that the polemics of the radical and 
the apologetics of the reactionary are confusing the minds of even 
the most discerning. Beneath the institutional framework of our 
icompetitive profit-seeking society are certain basic assumptions and 
Ibeliefs that make that society more or less inevitable.’ These same 
‘assumptions and beliefs are, to a large extent, tacitly accepted by 
those who are most vehement in attacking our present social life 
jand by those who are engaged in setting up other social organiza- 
tions abroad. Thus we have the ironic spectacle of apparent conflict 
jamong those who are basically in agreement, but have merely 
ladopted different social schemes for perpetuating the same tradi- 
Itional conceptions of man and his relation to his socicty. We have 
Honly to examine critically the ideas of the upholders of democratic 
capitalism to see how much they agree with the dominating ideas 
Jof the communist and fascist states they so vehemently criticise; 
4per contra, we need only scrutinize the organizing conceptions of 
ithe communists and fascists to discover that they are derived from 
the same cultural tradition as the capitalist democracies they so 
‘bitterly repudiate. They all agree upon the lack of significance and 


) *Cf, the writer’s paper “Social Planning and Individual Ideals,” INTERNA- 
TIONAL JOURNAL OF ETHICS, Vol. XLV, No. 1, October 1934. 

\) Also the writer’s paper “The Principle of Disorder and Incongruity in Eco- 

“nomic Affairs,” POLITICAL SCIENCE QUARTERLY, Vol. XLVII, No. 4, 


4December, 1932. 
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value in living and upon the belief that the individual must justif. 
himself by achievement in the different fields of activity they favor 
this view denies the value of the human personality as such an 
asserts the paramount necessity of sacrificing the individual to th 
state, but the competitive, profit-seeking society does it in the nar 
of economic freedom and, ironically enough, “individualism.” 
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ON THE THEORY OF DEMOCRATIC 
SOCIALISM 


BY ROBERT DAHL" 


LE 


The problem of planning an economy is stated simply enough: 
jit is a problem of producing goods that are wanted and distributing 
|the goods to the people that want them. This apparently simple 
problem is actually very complex; for it embodies not one but five 
linter-related decisions: 1) the quantity of the available resources— 
land, labor, and capital—to be employed in the production of 
goods; 2) the kinds of goods to be produced; 3) the proportions 
of the various goods to be produced from the available resources—or 
{the quantities of the various goods to be produced; 4) how the 
i goods are to be produced—including where and by what methods; 
jand 5) the proportions in which the goods will be distributed to 
} various consumers. 

4 Under capitalism, if it is assumed to operate according to 
equilibrium theory, these five decisions are made, in one way or 
Sanother, on the market. The market, in essence, is made up on 
ithe one side of the owners of the scarce resources—land, labor, and 
capital; on the other side of the consumers demanding that these 
i resources be used in various ways. The managers of industry are, so 
ito speak, not free agents but rather agents of the market; when 
decisions are arrived at between the owners of the resources and 
) the consumers as to the way in which the resources shall be used, 
| the managers of industry simply execute the contracts made between 
j owners and consumers; and in the contracts are embodied all 
i five decisions just stated. The owners of the scarce resources of 
\ course sell them to the consumers who will pay the best price 
‘for them; and the consumers pay the highest price for what they 
} most want, the lowest price for what they least want. Thus given 
‘the fact that resources are inevitably scarcer than human wants, 
} consumers ultimately determine by their bidding the use of the 
: resources. On this basis, some economists have insisted that capitalism 
|is the true economic democracy. 

Actually, of course, because of the constantly changing demand, 


*Late Cowles Fellow in Government, Yale University. 


z 
this final state of balanced satisfaction—or full equilibrium—is never 
achieved; it is only aimed at; but the economy of necessity is 
constantly altering itself to fit the consumer’s preferences. Accordin 
to equilibrium theory capitalism is constantly moving toward a 
position in which the scarce resources are allotted to the productio: 


ae Esty x | 
of whatever commodities will give the consumer the greatest satis- 


faction, according to his preferences as indicated through the 
market.? ' 

We have in an equilibrium economy, therefore, a Utopia that 
is (1) democratic, since all decisions are made in accordance with 
the “votes” of the consumers on the market; (2) free, since the 
consumers are at liberty to buy what they want and refuse to but 
what they do not want; and (3) without bureaucracy, since the? 
discretion of the managers is hemmed in by the market, and 
decisions not in accordance with consumers’ preferences will, if 
persisted in, force a firm out of business. If socialism could adapt 
this mechanism to planning, it would have gone a long way in| 
the direction of economic democracy. 

As everyone knows, equilibrium theory is scarcely descriptive : 
of modern capitalism. At any rate the picture of Utopian harmony ’ 
so assiduously painted by the equilibrium economists ignores some! 
vital features in the modern economy. Consumer-control can hardly . 
be spoken of as democracy so long as incomes are grossly unequal; to 
speak of “‘consumer-democracy” under modern capitalism is 2 
if we were to call a system democratic in which the legislatur 
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*It may even be argued that the amount of income a person has is a product 
of the market, and of consumer preferences. The reason one laborer earns more 
than another, assuming perfect competition among laborers, is that his skills are 
more in demand than those of the other laborer; the consumers, in other words, 
themselves make the decision that they are willing to pay one man a wage of 
ten dollars a day and another only three dollars a day. This has led Mises to 
claim that even in the allotment of incomes perfect consumers’ democracy pre- 
vails. But with the happenstance of birth and ownership playing such an impor 
tant part in the allotment of property incomes, education, and opportunity, few- 
will have sympathy with the “democratic” character of this decision. 


*The equilibrium economist would point out, however, that even ideally there 
might often be a disparity between social costs and private costs that capitalist 
equilibrium would not account for. An industry may be completely governed by 
the market, and yet wear out its employees at 40, or fill a city with smoke an d 
grime, or do any one of a number of things that entail costs to society and yet 
are not charged directly to the consumer in the price of the commodity. See on 
this point, A. C. Pigou, The Economics of Welfare, London, 1932, Part II, Ch, IX. 


ROBERT DAHL 327 


was responsible to the will of “the people’—but “the “people” 
consisted of a small group with ten thousand votes each, a much 
larger group with fifty votes each, and a third group with no votes 
lat all. Production may be controlled by demand, but demand is 
sdependent on income, and income, under capitalism, has no 
irelationship either to needs or to equality; such consumer control 
jcan therefore hardly be spoken of as democratic. Moreover, the 
}working of the system depends upon the existence of a perfect 
icompetition; in the presence of the monopolies of all kinds so 
jprevalent in modern industrial society, this basic assumption can 
j hardly be sustained. Finally, the freedom of choice of the consumer 
is in fact somewhat limited by advertising; the producer himself, and 
jnot the consumer, often deliberately creates the demand for his 
| products, somewhat in the way a dictator masses people behind 
i him by virtue of an exclusive control over propaganda and criticism. 
}With these weaknesses, the “democracy” of capitalism runs some- 
} what thin. 

Yet the fact that equilibrium theory is only in part descriptive 
jof capitalism does not bar us from utilizing it in the building of 
j socialism; for it has, as we shall see, muich to offer in the creation 


5 of economic democracy. 
1. 


| A planned economy will have to make the same five basic 
| decisions as are made under capitalism. As we have just seen, in 
fan equilibrium economy these decisions are controlled by the 
} consumers, and are ultimately made so as best to satisfy the prefer- 
i ences of the consumers expressed on the market. Could ‘‘consumer- 
} control”, as we might call this system, work under socialism? 

f Before that question is answered it is necessary to determine 
) whether consumer-control is desirable at all; if it is not, then 
4 socialism should not try to achieve it. There are socialist economists 
who have denied its importance; yet it is dubious whether they 
| have proposed an alternative that is either democratic or easily 
workable. 

| The arguments in favor of “authoritarian” planning, as the 
y system that would deny consumer-control is normally called,* have 
® Gerhard Meyer uses the more neutral term “administrative” socialism—see “A 


"| Contribution to the Theory of Socialist Planning”, Plan Age, Vol. 3, No. 8, 
| pp. 193-208, (October 1937). But “authoritarian” is probably an accurate de- 


4 scription of its consequences. 
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been most effectively presented by Mr. Maurice Dobb.* Mr. Dobk 
has been roundly criticized by other socialist economists, and tha 
issues between them have been made fairly clear. He unquestion- 
ably speaks for the view of socialist planning that has been dominant 
in Soviet Russia since the end of the New Economic Policy. The 
conception is nourished by several different root-beliefs. One is ; 
skepticism of the consumer’s wisdom; the way in which advertisin 
has fashioned his demands under capitalism indicates that a central! 
planning board might well know better what the consumer needs. 
than he does himself. The argument has a striking similarity to 
that of the Leninists when they professed to know the “real interests” 
of the proletariat even better than did the proletariat itself; in: 
the same way, a central planning board is to know the “real will’ 
of the consumers even when that real will is obscure to the con-| 
sumers. Again, it is argued that if the market principle is to prevail, 
then it must also apply to wages; but in this case much of the 
inequality of incomes under capitalism will be repeated, and the: 
“plural voting” of the higher income group will distort consumer 
equality as certainly as it does under capitalism. Linked with these ? 
criticisms is a belief that planning cannot be easily reconciled with | 
the market and consumer-control; are we simply to substitute for * 
the anarchy of capitalism, it is asked, the anarchy of socialism? The } 
essential difference between capitalism and socialism, Dobb points 
out, is that in the one the numerous decisions concerning production | 
are taken each in ignorance of all the rest, whereas in the other ° 
these decisions are coordinated and unified.® “Either planning » 
means over-riding the autonomy of separate decisions,” he = 
“or it apparently means nothing at all. Those who dream of marrying 


“Dobb has varied considerably in his views on th 
ment against consumer-control is presented in “Economic Theory and the Prob-— 
lems of a Socialist Economy”, The Economic Journal, Vol. 43, pp. 588-598, (Dec. | 
1933) ; and in his dispute with Mr. A. P. Lerner, “Economic 
ist Economy: a Reply”, The Review of Economi 
144-154, (Feb. 1935). Yet in his j 
lution, (1929), Dobb advocated market- 
planning—see pp. 169, 170-171. i 
‘London, 1937, he appears to hav 
pp. 301-315. The criticisms of hi 
in 1933 and 1935, and not to 
held in 1937, 


* Political Economy and Capitalism, op. cit., pp. 274, 276. 
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ollectivism to economic anarchy must, at any rate, not pretend 
hat the progeny of this strange match will inherit only the virtues 
of its ill-mated parents.” ° 

The arguments in favor of authoritarian planning can be 
questioned. In large part the authoritarian planners are attributing 
o market-socialism the weaknesses of market-capitalism, when in 
act these weaknesses are not a part of the market system so much 
s of capitalism; they need not be transferred to socialism. Under 
apitalism, advertisements undoubtedly lure people into buying 
what they do not need and might not want save for subtle persuasion; 


under socialism. Nor does the market-system, as we shall see, neces- 
sarily lead under socialism to the wide disparity of incomes that 


democracy and decentralization are to be virtues of socialist 
planning, the market-system is actually more effective than the 
other. For it is evident that authoritarian planning will cultivate, 
as it has in Russia, a parasite bureaucracy that will destroy 
democracy. 

Under authoritarian planning the central authorities decide 
in one way or another what the consumers need; this they may 
do by means of questionnaires, statistical studies, consultation with 
experts, the advice of consumers’ groups, and guess-work. Having 
decided the needs of the population, the authorities order the 
factories to produce those goods in the quantities set by the plan. 
But how are consumers’ goods to be distributed? There are several 
possible methods. The most primitive would be to award every 
person a fixed bundle of commodities, perhaps directly, but more 
likely through the use of ration cards; thus each person would 
have a card entitling him to so many pairs of shoes in a year, so 
many suits of clothing, so much milk, bread, meat, gasoline, books, 
furniture, tooth-paste. Though this primitive system might be 
acceptable in a very undeveloped economy, where any quantity 
at all of these goods would be something of an improvement over 
complete poverty, it would scarcely be conceivable in a civilized 
community, where tastes are variable. More than likely the system 


*Tbid., p. 279. 
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would lead to illegal exchange: a consumer who had more cloth 
than he wanted and who wished books, would exchange with 
another consumer who had too many books and wanted mor 
clothing; this would bring back the market system in illegal forn 
and experience in this country with Prohibition indicates that onli 
an overwhelming police force could stamp out a practice tolerate 
and engaged in by most of the community. : 
A more feasible method would be to give to consumers, no 
bundles of goods or ration cards, but money permitting them tc 
buy whatever goods they wished. This would immediately rais 
the problem of surpluses and deficiencies; if, say, more shoes were\ 
produced than people wanted, consumers would simply refuse 
to spend their money on shoes and buy, perhaps, hats. In this ¢ S 
a surplus of shoes would be left over; whereas there would be few er 
hats than demanded, and hats would either be sold out, leavin 
some consumers with bare heads, or they would be rationed, in’ 
which case the difficulties of rationing would return. To avo 
these troubles, no doubt a policy would be adopted of raising: 
and lowering the prices of commodities to meet consumer demand; 
if consumers were not taking all the shoes offered, then the price: 
would be lowered to the point where the market would be cleared; ; 
if more hats were demanded than the plan called for, the price: 
would be raised until demand just equalled supply. In this way/ 
the: central plan would be adhered to, and the amounts of shoes, , 
hats and tooth-paste determined by the central planning board | 
could be put in the hands of the consumers. Even so, there would 
be limits to the methods: at some point consumers would take no» 
more shoes or tooth-paste no matter how low the price fell, even 
if these commodities were finally given away. i 
Two questions now arise: Is such a system workable? And is — 
it democratic? 
There would be grave difficulties in its practical application. 
To begin with, the central economic problem would remain: ho 
to turn the resources into the commodities ordered at the lowest 
possible cost. The commodities to be produced may be determined — 
on the market by consumers, or determined without the market 
by a central planning board; but having decided on the production — 
of a certain list of commodities, either economy is then faced with 
the same problem: how will these commodities be made sO as to 
utilize the fewest resources? In the equilibrium economy the 
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problem is automatically solved through the costing system: as 
we have already seen, competition requires that a commodity be 
produced at the lowest possible cost, or, in other words, with the 
smallest possible amount of resources. But what of the planned 
jeconomy? How can it be discovered that one thing costs less than 
another, as Alice might have said, when neither costs anything at 
lall? For under authoritarian planning the costing system based 
jon the market disappears; there are no competing entrepreneurs 
bidding for the raw materials, so the costs cannot be established 
ion the market; on the contrary, raw materials are allocated by the 
jplan and so the costs must be given at the outset. Some of the early 
‘Marxists suggested labor-time as a method of calculating values, 
but, it is generally agreed today that such a method is in practice 
mworkable because it does not offer a measure of the scarcity of 
gresources other than labor; it has not been tried in Soviet Russia, 
and an economist like Dobb, who may be counted a Marxist rather 
‘than an equilibrium economist, admits that it could not be used 
ifor the calculation of values.” If costs of raw materials cannot be 
Jestablished by the market, and if labor values are inadequate, then 
thow are costs to be determined? 

| Lacking any other method, costs of the primary factors would 
tbe determined at the outset in a purely arbitrary fashion; more 
jthan likely the prices quoted during the last days of capitalist 
joperation would be taken for accounting purposes, as seems to 
Shave been the case in Soviet Russia. But if some such solution 
Swere used, there remains another serious problem to be faced; 
namely, how to adjust the demand for resources to the supply. 
Suppose the planning board, feeling that under capitalism the 
price of leather had been much too high, arbitrarily lowered it 


| ‘Political Economy and Capitalism, op. cit., pp. 327-328. But Dobb believes 
that when a position of “capital saturation” is achieved, labor then being the 
Jjonly scarce resource, costs will be determined on the basis of labor costs alone. 
Ubid. Likewise, H. D. Dickinson, an equilibrium economist, who rejects the 
iabor-value theory for calculating costs, believes it possible that ‘Sn an equali- 
Starian economy which had attained a very high level of technical efficiency, 
human labor might be so scarce compared with other factors of production that 
‘costing might be based on it alone. If, furthermore, equal educational opportu- 
inities and occupational mobility levelled out the distinction between labor of 
different kinds, labor might come to be costed on the simple basis of time. In 
‘this way the costing system of the socialist community would gradually come to 
‘\be based upon the Labor Theory of Value.” Economics of Socialism, London, 


1939; pp. 43,.67-71. 
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by a large amount. Managers, instructed to produce their coms 
modities at the lowest possible cost, would now utilize leather fon 
all sorts of commodities where it had been too costly before: aa 
the new low price, leather might be used instead of woolens fo 
working-jackets, instead of fabric for book-binding, instead 0: 
artificial leather for furniture, and in many other ways. Immediately 
there would be an enormous expansion in the demand for leather1 
But in this case, far more leather might be demanded than coulé 
possibly be supplied. The new low price, in other words, woulc¢ 
not accurately reflect the scarcity of leather. What is to be done 
now? It is conceivable that in all such cases where more (or less) © 
a resource is demanded than is available, the central planningy 
authorities could step in and arbitrarily decide which among the 
industries should use the resource; it would award leather to the 
shoe and furniture industries, refuse it to printing and clothings 
firms. But the attempt to allocate deliberately the various resources 
and intermediate goods among every industry and factory demand 
ing these things would unquestionably be a task too great for an 
group of human beings. 

A more feasible method would be to adjust the demand for 
resources to their supply by the price mechanism, in much the¢ 
same way as we have suggested would be done with consumers’) 
goods. If the various industries demanded too much leather, the¢ 
price would be raised until the cost of using it would be so great 
that demand for it would shrink to the amount available; or, 
alternatively, if the price of leather had been set too high, and cd 


physical surplus of it were left over, the price could be lowered. 
until demand had risen to the amount supplied.’ In this c 
however, a gap would appear between costs and prices, and pro 
and losses would arise in the various industries. There wou 
necessarily be two unrelated sets of prices in an industry, the one 
a selling price for the commodities, the other an accounting pric 
for the calculation of the costs of manufacture. If the planning 


would get rid of the entire stock of 10 million shoes. This pri . 
would of necessity be related in no way to the costs of making the 
shoes, as determined by the prices set for leather, labor, machinery, 


*See Oskar Lange, “On the Economic Theory of Socialism”, in the volume of 
that title edited by Benjamin E. Lippincott, Minneapolis, 1938; pp. 90-98, 
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nd land. In such cases a loss or a profit would appear. What would 

e done with such losses or profits? In practice industries with a 

bss would probably be subsidized by the government from income 

erived out of taxes and out of the profits of industries selling 

bove costs. In a stable economy this procedure might involve no 

ixtraordinary difficulty, but in a dynamic system—as socialism would 

e, according to its own claims—the accounting problems would 

€ enormous; profits and losses would be shifting from industry 

> industry, and only the most rigid centralization of accounting 

nd control would enable the government to distribute funds so 

vat an industry could pay for its labor, raw materials, and 

iquipment. 

| There is likewise the problem of insuring that sufficient money 

& in the hands of consumers to clear the market of all goods 

troduced. In an equilibrium system this problem is solved auto- 

atically so long as no incomes are hoarded, for total costs, prices, 

ind incomes are necessarily all equal to one another. Any price 

s composed of one or more of the four costs: profit, interest, rent, 

vages. But these costs are also the only forms of income. Hence 

f no incomes are hoarded, the total of incomes, or purchasing 

bower, will equal the total of prices, and the market will be cleared 

\f all commodities at costs. But under authoritarian planning, 

here there is no relationship between costs and prices, total 

incomes, or purchasing power, will not necessarily equal total 

Sbrices; and there may be a general glut on the market, when total 

incomes are less than total prices, or a scarcity, when total incomes 

re greater than total prices. Authoritarian planning can meet 

he need for adjustment in either of two ways, both of which 

flemand considerable centralization: (1) it can keep incomes steady 
nd adjust the general price level to incomes; whenever total 

prices begin to rise or fall in relationship to incomes, all industries 
kan be ordered to readjust their prices in the proper direction; 

(2) it can keep the total of prices steady and adjust total wages 
“and other incomes, if any) to prices. It is evident that the choice 
‘Sf either alternative demands a centralization of control over either 
Selling prices or wages. 

| In sum, so far as the workability of authoritarian planning is. 
concerned, there will be important difficulties but no evident 
ecessity of failure. In terms of productivity the system would 
probably be less efficient than market socialism, but there is no 
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apparent reason to suppose that it could not notably raise tlt 
general standard of living. ; 

The real argument against it is a democratic one. In its attad 
on poverty authoritarian planning must necessarily reject tk 
methods of representative government for those of the army; pow 
must be pumped downward from the planning board, not upwa 
from the people; autonomy would be dangerous, decentralizatic 
of authority rare; economic self-government would be thwarte 
by a barracks-economy; the hope for a new democracy that h: 
so long sustained the socialist ideal would be subverted fo: 
deadening bureaucracy. 


be produced; it would set the price, according to some arbitrar 
or historical basis, for all goods except consumers’ goods. Ever 
wages would in all probability be determined by the plan, leavin 
to the managers only one discretionary power: the power to rais 
and lower selling prices of consumers’ goods in order to adju: 
supply and demand.® In a complex economy the plan would b 
of infinite complexity. The executive would delegate to a separa 
planning board the task of preparing the plan; the executive couli 
in practice do little more than lay down general rules for it 
preparation, and only vaguely control its execution. When th 
entire economic life of a nation is embodied in a single blueprin 
strict scrutiny by any one body over the creation or fulfillment ox 
the plan would be a physical impossibility. If executive contro 
over economic life would be limited by the barriers of time ana 
skill, even more so would the control of the legislature; it could 
approve, occasionally revise, and infrequently deny, but any vigilance 


economic life? 
In practice control would probably be diffused between 


*Or alternatively, wages might be set by collective bargaining, with price: 
more firmly controlled by the planning authorities. 
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ecutive and the bureaucracy; the executive would attempt to 
yntrol the plan so far as it would be humanly possible to do so—but 
» the absence of full supervision, real authority would be in the 
lands of a bureaucracy. Responsible in theory to the executive, 
tually the bureaucracy could be held constantly responsible to 
9 one; gross errors and obvious injustices could be corrected 
new bureaucrats would replace the old; but the day to day 
ithority over the economic life of a nation would lie in the hands 
men effectively responsible to no one at all. If the dream of 
iconomic self-government is to turn into this nightmare of bureau- 
jracy, democracy has little chance of survival. 


II. 


Many socialist economists have rejected authoritarian planning, 
elieving that “consumer-control”, with all its faults, is infinitely 
‘referable to bureaucratic control. The consumers, they argue, 
laay frequently be unwise in their choice of commodities; but this 
form of control has the merits as well as the weaknesses of 
flemocracy. These economists consequently have been searching 
or a system that would combine consumer-control with socialism; 
here consumers would dictate to the producing authorities, rather 
han the producing authorities to the consumers. 

The search was forced by a sharp conflict in which the “market- 
focialists” were hotly pressed from both sides; on the one flank 
ere the liberals charging that though consumer-control was 
lesirable, socialism could not provide it; on the other flank were 
he authoritarian planners insisting that consumer-control was 
indesirable and if attained would endanger the success of socialism. 
nly within the last several years have the market-socialists reached 
n apparently impregnable position from which to launch an 
»ffective counter-attack against both opponents. 

Consideration of market-socialism is very recent, and except 
for a few earlier studies has been concentrated wholly in the last 
Hecade. Market socialism raises a problem, first made apparent 
in the criticism of socialism by Ludwig von Mises in 1922; a half 
idozen years later Fred M. Taylor, then president of the American 
‘Economic Association, answered Mises in terms of equilibrium 
sconomics and laid the groundwork for subsequent demonstrations, 
by other economists, of the workability of market-socialism. The 
dispute in 1934-1935 between Dobb, representing the point of view 
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of the authoritarian planners, and A. P. Lerner, a market-sociali. 
sharpened the issues. Between 1936 and 1938, the publication | 
Oskar Lange of his essays on the economic theory of socialis: 
—based on Taylor's earlier analysis—provided an effective answ 
to previous criticisms and shifted the burden of proof back to tk 
liberals and authoritarians. The conflict, at least in terms of tk 
previous arguments, has probably reached a conclusion with ik 
publication, in 1939, of Mr. H. D. Dickinson’s volume in whid 


First of all, the arguments of the liberal economists had to ; 
answered. Consumer control is desirable, the liberal economists 
were agreed, but is it possible under socialism? This control, i 
was said, ultimately rests on the power of consumers to contre 
cost-prices; but under socialism such cost-prices cannot be established 
by the market; costs must therefore be established in an. arbitrar? 
fashion; hence consumer control is impossible. This is the 
of the argument that Mises used against socialist planning. 

In a capitalist equilibrium economy prices of all kinds ard 
finally governed by the decisions of the consumers; consumes 
control extends not only to (1) the prices of consumers’ goodsl 
such as shoes or writing paper, but also to the prices of ( di 
intermediate goods, such as machinery or leather or wood-pulpy 
and (3) the ultimate factors of production, or land, labor ane 
capital. If, for example, consumers should decide to use less of 
their income on shoes and spend more on writing paper, the first 
effect would be a fall in the price of shoes and a rise in the price 
of writing paper. The consumers, having decided to transfer a 
part of their spending from shoes to writing paper, set in motion’ 
a train of forces that transmits this decision through the inter: 
mediate goods back to the ultimate factors of production; not 
only the production of consumers’ goods but the production of 
machinery and materials and the allocation of land, labor: and 
capital, are finally determined by the whims of the consumers. _ 

How is this chain of events to occur under socialism, where! 
there is no market either for intermediate goods or for the ultimate 
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nto one another to determine the level of production are dammed 
p by socialism. Socialism by definition vests exclusive ownership 
f land and capital in the hands of the state, for these resources, 
fonsequently, there can be no market. Also for such intermediate 
foods as machinery, pulpwood, leather, there may be no market, 
ince the only users of these are socialized industries; a single 
rigantic corporation might, for example, own all timber-land and 
fonvert it into its final products—since there would thus be no 
ompetition for timber, and hence no market, the price of timber 
ould be purely arbitrary. Thus, in a manner that we have con- 
idered above as characteristic of authoritarian planning, the 
price mechanism might be used as a rationing device for consumer’s 
roods, but consumer decisions would not affect costs and would 
Inot be reflected in production quotas. This is essentially the argu- 
ent of Mises that first attracted attention to the problem.*° 
Following Mises, several other liberal economists argued that 
although the proper allocation of intermediate goods and ultimate 
factors could be determined, in theory, with the aid of higher 
mathematics, in practice, such calculations would be impossible. 
heoretically, according to Lionel Robbins and F. A. von Hayek, 
. determination might be made in some such manner as this: 
socialist retailers might be able to make up a demand schedule 
or their customers; this would show what the customers would 
ake in commodities at the various possible prices: it would need 
0 indicate not simply how many shoes, say, would be sold at 
hree, four, five, six dollars or any other price—it would also need 
Ito indicate how many shoes would be sold at each of those prices, 
given the possible prices of other goods on which the consumer 
might spend his money—hats, writing paper, tooth-paste, and the 
Nthousands of other available consumers’ goods. It would now 
tbe necessary to decide which of the various possible goods should 
‘be produced in what quantities; that is, how the scarce resources 
should be allocated among the various possible commodities so as 
Sbest to satisfy the demands of the consumers. This could be done, in 
theory, by the solution of an enormous number of simultaneous 


© Socialism: An Economic and Sociological Analysis, New York, 1937, pp. 
1) 131-142. (Die Gemeinwirtschaft, of which this is a revision and translation, first 
appeared in 1922.) See also his “Economic Calculation in the Socialist Common- 
wealth”, in Collectivist Economic Planning, ed. by F. A. von Hayek, London, 


1935; esp. pp. 104-112. 


: 
: 
| 
| 

; 
differential equations. “But in practice,’ as Robbins says, “th’ 
solution is quite unworkable. It would necessitate the drawing u 
of millions of equations on the basis of millions of statistics 
tables based on many more millions of individual computation: 
By the time the equations were solved, the information on whic. 
they were based would have become obsolete and they would 
need to be calculated anew.11 What the market in an equilibrium 
economy does instantly it would take the planning board a lifetim: 
to accomplish. 

If mathematical wizardry were indeed the only alternative td 
capitalism at one extreme and authoritarian planning at the other! 
the possibilities of consumer-control under socialism would be 
slight. But a simple method for maintaining consumer-controb 
elaborated in the last several years by Oskar Lange and H. D 
Dickinson on the basis of Taylor's analysis, now protects the 
democratic socialist from impalement on either horn of suck 
a dilemma. } 

For the sake of simplicity, let us make some assumptions ab 
the shoe industry in the socialist economy. First, let us supp 
that the only product manufactured from leather is shoes; w 
need thus reckon with only one kind of demand. Second, let us 
ignore the fact that leather is a by-product of the meat-packingg 
industry, and assume that live-stock is raised only to provide ai 
supply of leather. Lastly, let us suppose that the shoe industry is: 
organized into a gigantic vertical corporation, exclusively con+ 
trolling the raising of livestock, the tanning of leather, and the) 
manufacture of shoes; thus no possible market exists for the ultima 
factor, grazing-land, or the intermediate factor, leather; only t 
finished commodity, shoes, is offered on a competitive market. 

Now the socialized shoe industry begins with an historically) 
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“ The Great Depression, London, 1934; p. 151. See also, Hayek, “The Present 
State of the Debate”, in Collectivist Econ 
p. 212. Enrico Barone, an Italian economist, had suggested in 1908 a mathematic 
solution to the difficulty; see “The Ministry of Production in the Collectivi 
State”, reprinted as Appendix A in Collectivist Economic Planning. 
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janagers are also given two other orders: (1) to produce shoes 
the lowest possible cost; and (2) to increase the production of 
hoes until the cost of making a pair of shoes just equals the 
blling price fixed by the industry. In accordance with the first 
rder, plant managers will now look for that combination of 
eather, labor, capital goods, and land that will bring the cost 
f a pair of shoes down to its lowest possible point. In accordance 
rith the second order, they will, after having discovered the 
hethod of making shoes at the lowest cost, gradually expand 
roduction until the point is reached where any further increase 
ja production would not pay for itself. If, for example, the selling 
price for a pair of shoes were fixed at 3 dollars, it might be found 
hat with a production of 10 million pairs the cost of making a 
hair of shoes would be precisely 3 dollars. If production were 
(xpanded to 101% million, let us suppose, the cost of making the 
idditional one-half million would be four dollars a pair. Expansion 
ould therefore be halted at 10 million.1? In this way production 
ould always be brought to a point where costs and prices 


Were equal. 
Suppose it is now discovered that production of this quantity 


44Marginal rather than average costs should be used as the basis for costing 
b prevent over-expansion of the less efficient plants, and industries with increas- 
g costs. But if marginal costs are employed, a rent will appear in the income 
lif the more efficient plants, and in the increasing-costs industries; for there 
‘Fill be a gap between average costs and prices (based on marginal costs). Con- 
jrariwise, in industries with decreasing costs, an accounting loss, or negative 
nt, will appear. Dickinson therefore suggests that the surpluses thus arising 
paid into a Marginal Cost Equalization Fund, out of which will be paid 
ibsidies to cover the accounting losses of the decreasing costs industries. Eco- 
Jomics of Socialism, London, 1939; pp. 105-108. In the case of plants of different 
iifficiencies, R. L. Hall would permit the more efficient plants to use their sur- 
jluses for plant expansion until rising costs or falling selling prices made it no 
onger profitable to do so; surpluses would then be diverted to incomes or else- 
Svhere. The Economic System in a Socialist State, London, 1937; pp. 116-117, 125, 
130. If average costs were used rather than marginal costs, it would entail a loss 
‘n consumer satisfaction; since the additional resources used in a less efficient or 
increasing-costs industry might be more advantageously employed elsewhere. 
‘Yet in practice the scheme proposed might be very difficult of application, if not 
tn many cases impossible. In obvious cases of a wide difference between average 
‘Ind marginal costs, the rent-subsidy scheme should unquestionably be used. But 
‘yractical application may require that in most cases only average costs are used. 

or a discussion of the problem, see Pigou, The Economics of Welfare, op. Cit., 


Wart II, Ch. 1X. 
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is either too great or too small to satisfy demand at the ai 
selling price; it will be necessary to adjust the supply of commoditi« 
to the demand, by raising the selling price if the demand is to 
great, and simultaneously increasing production; or by lowerim 
the selling price if the demand is too small, and simultaneoush 
decreasing production. At the new price, production will agai: 
be adjusted so that costs are just equal to selling prices. If, fc 
example, it is found that consumers are going to demand mor 
than 10 million pairs of shoes when the price is 3 dollars, it wi’ 
be necessary to raise the price to, say, 4 dollars, at which price : 
is possible to increase production by an additional one-half million 
at 101% million, costs are now 4 dollars a pair, and no furthe 
increase in production at the new selling price is possible. It mai 
be necessary to alter the price a number of times before suppb 
and demand, and cost and price, can be equalized. 3 
Meanwhile, there will be a demand for the various intermediat! 
and ultimate factors of production. As the production of shoe 
goes on, there will be a demand for leather, among other thingy 
when production is increased from 10 to 1014 million pairs. T 1! 
supply of these factors is temporarily fixed; hence at the end of th 
accounting period there may be either a shortage or a surplus of thesé 
factors. There may have been only enough leather to make 8 million 
pairs of shoes, and the additional demand would need to be rejectedi 
or there may have been enough for 14 million pairs, in which 
case a physical surplus would appear. The existence of such ¢ 
physical shortage or surplus is an indication that the price for t. 
factor is either too low or too high; if a shortage, too low; if @ 
surplus, too high. Hence the price of the factor will have to be 
adjusted in the proper direction. If, for example, there is enough 
leather for 8 million pairs and 10 million units are demanded at 


production may be at 8 million, with this supply now equal to 
demand because of the new price of 5 dollars. Because of th 


pair it was possible to sell 1014 million, but after the new adjust nd 
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ecline in the production of shoes, the demand for leather will 
ow equal its supply. This will indicate that the new price is the 
brrect one for leather. 

Not only will the price for intermediate factors be established 
‘this fashion, but the ultimate factors may likewise be so priced. 
may be found, for example, that even after the series of adjust- 
ents already described for the shoe industry, the demands of the 
nning section of the industry for livestock require more grazing- 
nd than is available. It will now be necessary to raise the rent 
F grazing-land; this will increase the cost of producing livestock, 
d, in turn, the cost of leather, and so finally the cost of shoes. The 
rice of shoes will be raised, production will decline, and the 
emand for leather, livestock, and grazing-land will be lessened. By 
‘series of attempts the appropriate rent for grazing-land can finally 
je discovered. 

) Thus the discovery of the correct prices for commodities, 
termediate goods, and the ultimate factors of production will 

e a process of trial and error, with successive adjustments until 
quilibrium is achieved. In practice, equilibrium probably would 
le aimed at, rather than ever precisely realized, because of changing 
emand and production techniques. Moreover, in practice, the 
djustment process would be carried out simultaneously among 
xe different levels of the industry, rather than in the logical order 
at has been outlined. But the general method would be that 
iven above.** 

In this way, the consumers rather than the planning board 
ould control production. The consumers would dictate to the 
uthorities, rather than the authorities to the consumers. Power 
ould be generated from below and transmitted upward, not the 


\ther way around. 
Il. 


There remain to be considered two special problems raised by 


|) * For the original analysis along these lines see the essay by Fred M. Taylor, 

The Guidance of Production in a Socialist State” (1928), reprinted in On the 
‘conomic Theory of Socialism, ed. by Benjamin E. Lippincott, Minneapolis, 
#938. For the first complete analysis using Taylor’s method, see the essay by 
)skar Lange, “On the Economic Theory of Socialism”, (1936-37), zbid., esp. pp. 
5-86. H. D. Dickinson, Economics of Socialism uses a similar analysis; see pp. 
0-62, 99, 102. A good summary of the various approaches to market-socialism 
3 contained in Robert Mosse, ‘““The Theory of Planned Economy”, Plan Age, 


Tol. 3, No. 8, pp. 193-208 (Oct. 1937). 
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market-socialism; one is the question of savings and investmenti 
the other the problem of wages. 

So far we have assumed that when an industry needed tc 
expand in order to meet demand, it would have the capital with 
which to finance that expansion. But whence is the capital te 
come? If in order to meet consumer demands the shoe indus Ty 
must increase production from 10 million to 12 million pairs, it 
will need capital for new equipment, labor, raw materials, land! 
how is it to get this capital? It will, under socialism, obviously 
need to get its capital from the government. But where will h 
government get the capital? How much will it provide? How will 
it allocate capital among the different industries? There are three 
stages in the process of saving and investment under socialism. 

First of all, a decision must be made as to how much of t € 
national income is to be saved for purposes of investment. We 
have already seen how this is determined under capitalism, with 
the decision to save both influencing the market price for savings; 
and in turn being influenced by that price. Under socialism. 
however, the decision to save is, economically, a purely “arbitra er 
decision, since there are no objective criteria by which to determine 
the amount to be saved. It will be determined by the policy-making} 
authorities of the government according to a number of soci 
and political considerations: the extent of the national income; tl 
amount of capital goods with which the socialist government begi: 
operations; the willingness of the citizens to forego the producti 
of consumers’ goods immediately in favor of a greater production! 
in the future; the needs of national defense; and the like. dj 

Next, it must be decided how this capital is to be raised. A 
number of methods are available and it is not important 
determine here which among them is the best: a tax on incomes, 
turnover tax as in Soviet Russia, a tax on the socialized industri 
the sale of government bonds, or a combination of these method 
Again the decision will be made, as with the budget of today, 
the policy-making authorities of the state. 

Lastly, the capital having been raised, it must be distributed | 
among the various socialized industries clamoring for it. This will 
be done in the way that any other scarce resource is distribu 
among the producers needing it: the price of capital (the rate 
interest) will be raised or lowered until by the process of trial 
and error the price is discovered that exactly clears the market of 
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e available capital. There are two possible ways of using this 
ethod in practice, the one extremely decentralized, the other 
ore deliberately coordinated at the center. 

In the one case, suggested by Eduard Heimann, there would 
e little conscious control over investment by the planning authori- 
les. A socialized industry would simply apply for capital, ready 
po pay the proper rate of interest; the industry would be required 
p prove two sets of facts to the satisfaction of the investment 
juthorities: that the project would actually be self-liquidating, and 

at if the project would later lead to a decline in employment in 
Ihe industry a project is contemplated elsewhere to absorb the 
4nemployed. Thus the power of the central authorities would be 
largely negative, to prevent investments whose future effects would 
de injurious, rather than to provide positive projects of its own. 
(hough the system is an attractive one, because of the large 
neasure of autonomy it permits within the socialist economy, there 
js a danger that it would recreate in socialism the anarchic character 
bf capitalism, a charge that authoritarian planners have levelled 
igainst market-socialism generally. If the trade cycle is to be 
tontrolled and the dislocations of uncoordinated expansion to be 
liminated, a more centralized correlation of investments seems 
© be advisable. 

) Under Heimann’s proposals it would be possible for the auto- 
jruck industry to indulge in a huge program of expansion at the 
fame time that new investments in the railroads were about to 
ring freight-rates down to much lower levels; unless the two 
programs were more closely coordinated than Heimann seems 
jo contemplate, in all likelihood there would be considerable 
bver-expansion in the one industry or the other. 

| In practice, a system such as Heimann proposes would probably 
Mevelop of itself into a more coordinated method of investment. 
Zach industry would prepare various alternative plans of investment, 
jlepending on the rate of interest to be set by the central authorities; 
‘hus the shoe industry might be able to embark on a self-liquidating 
*xpansion program of 100 million dollars if the interest rate were 
jet at 5 percent; but if the rate were, say, 8 percent, possibly only 
40 million dollars in new investments could be self-liquidating, 
while a rate of 2 percent might make possible a 300 million project. 
Having gathered together the alternative plans of all the industries, 
she planning authorities—knowing the amount of capital available 
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—would set that rate of interest which, according to a sum 
of the demands facing them, would just utilize all the availab 
capital. Meanwhile, there will have been close cooperation betwee 
the central authorities and the socialized industries; the centr: 
authorities, probably the planning board, will have a picture o 
the entire economy spread before them, and any conflicting inves: 
ment policies will appear. These may be straightened out E 
consultation, or, if the industries in question persist in their fu 
demands for capital, the requests may simply be refused. Fc 
example, the board of management for the railroads might prope 
a huge expansion in passenger equipment, precisely when t 
board of management for the automobile industry was proposin 
a program that would greatly lower the price of automobiles. Whili 
both industries might well be expanded to a considerable extent, : 
might appear to the national investing authorities that if bot: 
expansion programs were permitted in full, this would result i 
a greater supply of traveling facilities than could be used by th 
public at cost; either a part of the new equipment would 
unused, or, if used, would be employed at a loss. The investin; 
authorities would therefore urge one or both of the industries ti 
scale down their programs to the probable market for their combi ee 
facilities; if the two boards were reluctant to do so, then th 
investment board would be required to use its own judgment anc 
grant only enough funds for a program that appeared feasible 
Numerous other conflicting investment policies can be thought ( 
where the investing board would need to exercise such control; ¢ 
proposed expansion of the washing machine industry whild 
municipal laundry services were embarking on a wide program. H 
simultaneous expansion of canned goods and frozen foods, ana 
the like. In most cases, however, conflicts would be ironed ou: 
before they came to the investment board, since ordinarily good 
competing for the same market would be under the same bo 
of management. j 

It is difficult to say how many of these decisions would b 
‘embodied in the budget and how many left to discretionar 
authorities. Certain it is that as a minimum the socialist budget 
would establish the total amount to be saved and the vario 
methods by which the savings were to be acquired. How much more 
detailed the budget would be, it is impossible to suggest, for it 
‘would vary with legislative custom and the pressure of business; it 
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s certainly possible, however, that the legislature might demand 
much larger voice in the control of investments than equilibrium 
conomists would consider desirable. But this is a small price to 
bay for democratic techniques. 


IV. 


We have now considered how the prices of two of the ultimate 
actors—land (rent), and capital (interest) —will be determined. 
But what of the price of the third factor, labor? How are wages 
© be set? Can the price of labor be controlled in the same way 
as the price of land and capital? Can wages, like rent and interest, 
be adjusted by trial and error until the demand for labor is made 
equal to the supply? 

} It is conceivable that wages might be treated like the prices of 
the other factors; but such a policy would scarcely be susceptible 
Jof actual application. If wage-earners were the robots that inhabited 
the brave new world of the classical economists, such an impersonal 
ireatment would be possible; in practice, workers would probably 
‘combat such a policy with the same defense-mechanism they use 
under capitalism—trade-unionism. In a robot world, a decline in 
he demand for a particular kind of labor would force wage-earners 
lout of that industry by lowering wages as compared with other 
‘ndustries. If the demand for shoes declined, less labor would be 
needed to manufacture shoes; competition among the laborers for 
the available jobs would force down wages; when wages fell below 
those generally prevailing, workers would migrate out of the 
shoe industry and take up jobs elsewhere. Fortunately this is not 
a world of robots, and in practice workers form trade unions to 
prevent competition among themselves; they will probably continue 
to do so under socialism. As a result, wages in a declining industry 
ltend to remain close to the old levels; the available jobs are filled 
Jat the old wages; and there is unemployment in the industry. Men 
are forced to seek employment elsewhere, not by lower wages, but 
iby no wages at all. Because of the power of the trade unions, this 
a would probably also be the case under socialism; or at least until 
‘the economist’s millennium, when all citizens would rely. fully .on 
ithe perfect working of the rules of economic equilibrium. Then, 
not Mises but Fourier ought to have his statue honored in the 
public square. oan e 
~~ A second possibility would be to pay wages on the basis of 
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equality.* This is popularly thought to be an inherent idea. 
socialism, and some well-known socialists, chief among them Berna 
Shaw, have made it a major premise of the socialist argume 
Equality of incomes has, however, no necessary relation to socialisr 
and is probably not the most desirable policy. Its chief weakness¢ 
are that it renders difficult the shifting of wage-earners from T 
industry to another, and that it does not conserve scarce labor. I 
a condition of full employment an expanding industry woul 
have great difficulty in attracting labor into the new plants, sina 
with equality of pay there would be no economic incentive lurii 
the workers out of other industries. It would be necessary eithe 
to allocate labor, military fashion, by drafting it into the nev 
fields—a policy hardly compatible with the economic self-governme 1 
promised by socialism; or to provide various inducements tha 
would actually be a form of higher wages, such as a relati 
shortening of hours, superior working conditions, recreation facili 
ties, and the like. As a long-run policy, efforts in the latter direction 
would certainly be desirable; but for short-run fluctuations is 
the demand for labor the simplest method would be to 

whatever wages were necessary to attract the proper amount ¢ 
labor into the new field. Beyond the question of incentive, however! 
is the problem of conserving skills so that they will be used where 
most needed, and not frittered away on jobs that could be perform 
with ordinary labor. The skill of a machinist is a scarce resource 
it is no more sensible to waste a machinist’s skill than it is | 

waste timberlands or minerals. But under a policy of equal wage 


embark cavalierly on programs demanding a large number o} 
machinists; or he may use machinists at occupations that coulc 


wages, such a careless use of skills will not reveal itself in costs. 
a result, a situation will arise where programs call for many m 
machinists than are available, while at the same time machinis 


“Some equilibrium economists would combine any such arbitrary method 
Payment with a separate accounting wage based on the marginal productiv 
of the worker. Apparently this is Pigou’s plan, Socialism Versus Capitalism, 
VII. The accounting difficulties thus entailed, the baffling complexity of the 
cedure to the public, and the probability that in most cases the marginal 
ductivity could not be very closely measured, suggest that its advantages 
terms of consumer satisfaction hardly warrant the trouble. 
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Il be at work on projects requiring inferior skills. The logical 

ay to avoid this policy is to consider machinists, or any kind of 

bor, much like any other sort of scarce resource; when the demand 

a skill is great, its price should be raised so as to discourage 

excessive use. With a higher price for machinists, managers 

ll be able to use machinists only where they are most needed—or, 

other words, only where the use of them brings about lower 

sts. Thus the substitution of highly paid machinists for ordinary 

borers in digging ditches would immediately reveal itself in 

gher costs; whereas the substitution of machinists for laborers 

sections of the automobile industry would immediately reveal 
self in lower costs. For reasons both of incentive and conservation 
skills, then, a policy of differentiated wages is superior to that 
flat equality. 

With equal educational opportunities, the dangers of such a 
plicy are mitigated; indeed, it is possible that within a short 
ime managers, engineers, lawyers, doctors and skilled workers of 
| kinds would be making little more than unskilled laborers. 
ickinson has even suggested the possibility that the “dirty and 
inpleasant occupations would come to be the best paid, instead 
f, as at present, the worst; that a cabinet minister or a bank 
rector might elect to serve for a few months as a dustman or 
vatory attendant in order to get enough money for a holiday 
ip.” 1° Certainly where everyone could afford a complete education 
he most distasteful jobs would find few applicants. 

In practice, wages will probably be determined by collective 
argaining, with the consequences evident at present as a result 
E this method. A decline in the demand for a commodity will be 
kcompanied by a decline in the demand for labor; but wages 
ill probably fall only very slowly; instead, there will be unemploy- 
ent in the industry, with wages tending to stick at the old levels. 
Vorkers will be forced to seek jobs elsewhere, not because they 
re now getting lower wages in their old industry, but because 
jhey are getting no wages at all; because, in a word, they are 
inemployed. Thus even under socialism there will be temporary 
tnemployment; but it will be mitigated in two ways. First, it will 
'e possible always to keep ready a program of public works to 
thke up the slack in employment; wages on such public works—as 
fell as unemployment insurance—must of course be slightly lower 


3 5 Economics of Socialism, op. cit., p. 133. 
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than those prevailing in the self-liquidating industries, so that the 
workers will be easily reabsorbed into the normal industries as: 
jobs there become available. Secondly, unemployment will be 
greatly lessened by the coordination of investment programs, so 
that an anticipated shrinkage in one industry will always be met 
with an expansion elsewhere in the economy.1¢ : 

Thus wages, unlike the price of the other factors, will be 
determined in specific industries in the somewhat arbitrary fashion: 
of collective bargaining, with, however, industry prepared to pay 
higher wages for skills. What is lost in consumer-democracy as a 
result will be more than gained back in the greater control of 
the wage-earner over a significant aspect of his economic life. : 


V. 


Evidently the arguments of the liberal economists have been 
considerably deflated by the analyses of the market-socialists. “The 
beautiful systems of economic equilibrium described by Bohm- 
Bawerk, Wieser, Marshall, and Cassel,” it has been well said, “are 
not descriptions of society as it is but prophetic visions of a socialist 
economy of the future.” 17 4 

But what of the arguments of the authoritarian planners? Is 
the use of the market system as described compatible with socialist | 
planning? What does “socialist planning” mean? Let us consider: 
the two aspects: (1) socialism, and (2) planning. } 

Probably most socialists would agree that economically the 
real core of socialism is the substitution of social for private welfare: 
in two ways: the substitution of social ownership and control of! 
the economy for private ownership and control, and the substitution | 
of social gains for the private accumulation of surplus value. With | 
regard to the first, market-socialism is probably superior to authori- - 
tarian planning; for though both would eliminate private ownershij i 
in the most important segments of the economy, market-socialism, | 
as we have already seen, is much the more likely to provide f rr 
social control rather than bureaucratic—and thus in a sense private | 
—control. As to the elimination of surplus value, whether a sociali 
accepts the labor theory of value or the marginal analysis, th 


“In addition would be the control over the level of consumer-spending. § 
below, p. 46. 


““H. D. Dickinson, “Price Formation in a Socialist Community”, The Econom 4 
Journal, Vol. 63, No. 170, pp. 237-250 (June 1933) ; p. 247. 
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rual of profit, rent and interest to private individuals is an 
stice, arising from the happenstance of ownership rather than 
1 social contribution. And under market-socialism these forms 
income would secure to the public, to be utilized as the public 
tated, rather than to private individuals. Normally, rent, interest 
profits would be turned over to the government, and used 
a part of the national savings for investment purposes, it is 
ceivable, indeed, that the whole of the funds for new invest- 
nts might come from these three sources. | 

The real burden of the authoritarian criticism is, however, that 
market system cannot effectively plan an economy; Or, in 
erent words, that it cannot coordinate an economy so efficiently 
to eliminate unemployment and maximize production. The 
entralization of the market-system, it is felt, will lead to the 
rchy of production so costly under capitalism. This criticism 
uld seem to be based, however, on a misapprehension as to the 
trols available to the central authorities under socialism. These 
three in number, and taken together they should be able to 
vide for full employment. To begin with, there is the coordina- 
n by the planning authorities and industries of individual 
estment policies, described above, whch will do much to eliminate 
employment by dove-tailing the expansion of one industry with 
contraction of another. But should that coordination be inac- 
ate and raise the threat of unemployment, two further methods 
be employed. First, consumer spending can be deliberately 
Id at the level that will insure full employment, it can maintain 
5 level of consumer spending simply by adding to the incomes 
id out by the socialized industries whatever stim is necessary to 
eserve total consumer spending at the appropriate level. There 
m thus be no loss of demand through a decline in purchasing 
wer; and any incipient decline in the general level of production, 
d therefore of employment, can be instantly checked. Beyond this, 
re will always be available a program of public works to catch 
y unemployment as it appears, and so to hold production at the 
orb the unemployed. Market-socialism thus 
s not one but three lines of defense against the menace of unem- 
oyment, each one of which alone is well-nigh impregnable."* 


. John H. G. Pierson, “Prevention of Unemployment in a Socialist Society.” 
: (footnote continued on page 350) 
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VI. 


The political progressive, standing midway between the sociali! 
and the nineteenth century liberal, is likely to ask why the progra 
suggested will not work equally well under capitalism; for eitha 
“free” socialism or “free” capitalism he might substitute a controlle¢ 
capitalism using the devices that have been suggested for marke¢ 
socialism. 
It is not necessary here to enter into a discussion of the relatiy 
virtues of socialism as opposed to controlled capitalism; it is enoug? 
to say that whatever other programs there may be for obtainim 
full employment through a controlled capitalism, the technique 
of market-socialism will in all probability be unworkable unde 
the capitalist system. Ironically, a system based on “capitalist! 
economic theory will work better under socialism than unded 
capitalism. This is so, not for strictly economic reasons, but fox 
political and psychological ones. . 
The central structure of market-socialism rests on neither 
supplementary public works nor on the monetary controls, but 
rather on the elimination of monopoly restrictions and the coo 
nation of investment policies. ; 
A monopoly industry is by definition in a position where i 
can maintain prices, not at the point that will insure maximum 
employment of resources, but at the point that will insure maxim an 
profits to the owners. A progressive government, anxious to fo rce 
market controls on an unwilling capitalism, must pursue a polic ov 
either of “trust-busting” or of controlling monopoly. The Si 
method has so far thoroughly failed, and it does not seem likely, 
that it will be revived. More feasible is the attempt to control 
monopolies and to force them into channels in line with 
public policy. 4 
If a progressive government were to require monopolies te 
pursue the policy that under market-socialism is calculated — 
insure full employment, it would in effect separate the on 
industry from its ownership. Under market-socialism, managers ‘. 


instructed always to produce at the lowest costs, and always 


I am also in debt to Dr. Pierson for a number of other important clarifications 
in this chapter. I am likewise obligated in many ways to the Faculty in Govern- 
ment of Yale University, for whom the basic elements of this essay were orig- 
inally prepared as a dissertation chapter. } 
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oduce to the point where costs are equal to prices. But the owners 
a monopoly industry exercise their power precisely to avoid 
quating costs to price; they deliberately maintain prices above 
bsts in order to realize larger profits. It would be necessary, then, 
pr the progressive government to prohibit owners from controlling 
lolicy; instead, managers would be required by law to follow the 
wo rules given for managers under market-socialism. Several 
ifficulties would now arise. _ 

The real difficulty is that of administration. It would be 
hecessary for the progressive government to impose criminal penalties 
in managers for disobeying its instructions; and a large inspectorate 
ould be necessary to keep the old lines of control from re-forming 
themselves. Though a centralized inspectorate might be desirable 

en under socialism, its task would be doubly difficult where the 
Jwners still had a stake in the business and an interest in insuring 
The failure of the new policy. Unlike market-socialism, danger 
J ould lie along the path of decentralization, while centralization 
4£ controls would seem to insure success; the menace of centralized 
4ontrol and concentrated power would thus be more likely to 
eappear. 
| Even assuming that this separation of ownership and control 

ould be brought about and maintained, it would be its own 
inndoing. For such a policy would so clearly dramatize the position 
of the large property owner in modern industrial society that it is 
Houbtful whether private ownership could long remain. Here 
jwould be a clearly defined picture of the the property owner 
eceiving tribute, in the form of interest and rent, while contributing 
othing to the community save the right to use his property, which 
he would in no way create, improve, or govern. Doubtless in such 
sircumstances the government would soon be compelled to turn 
the interest and rent payments into payments for purchase of the 
‘property, and thus ultimately to extinguish all payments to the 
‘owners, with full title falling to the government. 

Beyond these difficulties, there is the question of coordinating 
‘investment policies. The progressive government would need to 
Sexercise the same kind of control over investments as would the 
‘socialist government. However, it is dubious whether, with the 
ost of controls imposed by the government on industrial policy 
‘and investment, many owners of savings would be willing to 
advance their capital. If too little capital were forthcoming for 
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investment purposes from private sources, the government, in or 
to carry out its policies, would need to supplement private cap: 
with its own. This, however, would in time lead to a displacem 
of private capital by government capital. In this way, indust 
would be gradually socialized and private ownership of indus 
would decline. i} 
In sum, if a progressive government were to attempt a pob 
of using the techniques of market-socialism in order to cont 
capitalism; the problem of regulation would be much more ac’ 
than under socialism; and at any rate, the policy would in 
probability lead directly into socialism. It would seem the wit 
course to proceed less circuitously to the new economy. i 


VII. : 


Like most choices in a diverse world, the choice of mar 
socialism is not a clean-cut, either-or, choice. As the choice of t 
socialist is no longer between capitalism and authoritarian planniii 
so too selection of market-socialism does not imply the compl 
exclusion from the economic system either of authoritarian plannii 
or of capitalism. In application, market-socialism must be m 
with both the others. : 

Authoritarian planning will still be used for all those produc 
it is necessary or desirable to consume communally rather th; 
individually. Justice, national defense, public health, police—the 
by their very nature must be supplied and consumed by ti 
community as a whole; they cannot be self-liquidating, but nec 
sarily must be subsidized. Similarly many other things—roac 
education, the postal service, libraries, perhaps even subway syster 
or light and power—might conceivably be purchased individull 
but are better provided free by the community. It may even I 
that under socialism still other things ordinarily consumed oni 
individually, such as milk, meat, a simple standard meal, mig 
be supplied free by the community through subsidies. No op 
would claim that under market-socialism everything consum 
ought to be supplied to individuals through the market; F | 
rather a question of degree, with authoritarian planning j 


exception rather than the rule. 

But likewise a segment of capitalism must remain. Considerati 
suggesting that socialism must be self-limiting if it is to be recon 
with democracy, are still compelling under market-socialism. 


— 
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socialization policy, if complete, will plough out all opposition; a 
part of the economy must be fenced off if criticism and the party 
system are to spread their roots.’? Moreover, there remains the 
problem of the burden on the democratic structure. Market-socialism 
does, to be sure, enormously lighten the load on the legislature 
and executive; the impossible demands of authoritarian planning 
on the time and knowledge of the popular branches of the govern- 
ment are vastly lessened by market-socialism. Even so, the tasks of 
ithe legislature and executive are considerable. In addition to 
controlling the policies and the administration of the traditional 
functions of government, they will have important new tasks; they 
will decide on the amount to be saved for investment purposes, a 
decision that will intimately affect every citizen and that will 
require lengthy debate; they will decide on the methods by which 
the funds for investment are to be raised; they will allocate funds 
to and supervise the administration of the various communal 
agencies providing for free commodities. Beyond that, they will 
need to keep a vigilant watch over the policies and personnel of 
the socialized industries, to prevent the abuses inherent in human 
organization. Dickinson’s belief that “finally a stage would be 
reached in which the economic machine would practically run 
itself’ is commendable as an ideal but scarcely descriptive of 
reality.2° This most recent form of the ageless intellectual struggle 
for perfect social harmony is inspiring, but after the failures of 
Plato, the Physiocrats, the Utopian socialists, Marx, and the liberal 
‘economists to achieve in practice the same goal, one is entitled to 
doubt that market-socialism will finally bring about the long-sought 
harmony. At any rate in the early generations of market-socialism, 
the legislature and executive would need to keep a sharp watch 
for the incalculables: the inefficient personnel; the men attempting 
‘to build their own party machines; the conflict of interests in a 
particular industry between the consumers seeking lower prices, the 
workers seeking better wages, the management seeking efficiency; 
too much or too little experimentalism in industrial policies; and 
the thousand and one unknowns in the complexity of human 
beings and a dynamic social system that cannot be anticipated 

The reader may resent the peremptory tone of this assertion. Its validity is 


established, the author thinks, in another chapter in the work of which this is a 
part; space prevents more detailed substantiation here. 


” Economics of Socialism, op. cit., p. 222. 


354 ON THE THEORY OF DEMOCRATIC SOCIALISM 


in advance. 

A typical problem of unpredictable proportions is that _ 
-vested interests in jobs. These vested interests might be eith 
functional or geographical. If a whole industry were declining, tl 
employees in that industry would have a vested interest in keepiri 
their jobs even if this involved an increase in the costs to socie§ 
generally. If the washing-machine industry were to be displace 
by the expansion of municipal laundry services, the employees | 
the washing-machine industry would face temporary unemployme 
with ultimate re-employment in another locality perhaps, or eve 
at work requiring less skill or giving less freedom from routine. TE 
interests of these particular workers evidently would be to maintaii 
the washing-machine industry, and in a democracy they woull 
assuredly organize a lobby in the legislature to bring about th: 
result. Similarly, an industry important to a whole section migk 
be more efficiently run elsewhere; yet any attempt to move i 
elsewhere would immediately create political pressures from thi 
region against such a change. Thus various groups will have 
vested interest in freezing jobs and industries at past levels, desp 
the social costs involved; and they will carry these aims into th 
political arena. Socialism can, to be sure, do what capitalism cannot 
do; it can temporarily subsidize declining industries in order t 
slow down the transition to new employment; it can deliberatel: 
absorb the employees from declining industries into public work 
projects or new industries. Unquestionably this would be a humane 
policy and one of the great advantages of socialism is that st 
a policy can be pursued.* But the practice of subsidizing declin 
industries, or of freezing industries into a particular locality desp 
the loss of efficiency, could easily be abused. If pressure grou 
were too active, and too successful, efficient production would b 


“How, for example, are we to ascertain to what extent the social cost, as me 
ured in money, of the marginal unit of beer exceeds the private cost by mak 
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atly hampered. To avoid this danger it is necessary to have a 
ilant legislature, capable of debate and definition of issues, with 
‘time to determine its policies deliberately and not simply in . 
onse to some small but militant lobby. 
Market-socialism solves important economic problems, but the 
1 difficulties of human organization—the psychological and 
iological—will still be thrown up for solution.” If they are to be 
ed, the democratic structure must not be burdened too heavily; 
egment of private economy will relieve it of much unnecessary 
den. 
But there are strictly economic reasons for leaving a part of 
system unsocialized. As many of the market-socialists have 
inted out, many of the smaller industrial units do not lend 
mselves readily to collectivization, and would operate more 
ciently if left unsocialized.** It would be futile doctrinairism 
load down the representative bodies with the additional difficulty 
controlling these small units simply to pursue a consistent policy 
socialism; not only efficiency but democracy would be served 
ter by diversity than by a doctrinaire uniformity. 
Granted that market-socialism would be limited by an area of 
italism and an area of authoritarian planning, and frequently 
adjusted to the unforeseeables in ways that cannot be predicted, 
till must give sound hope to the democratic socialist. It permits 
extensive decentralization of power and control that is a 
essity of democratic practices. It gives wide latitude to experi- 
ntalism, an important virtue in any progressing social system. 
utilizes more than any socialist alternative the old social and 
nomic habits; the structure of industry is much the same, the 
ction of the consumer is unchanged, the duties of management 
only slightly altered, the trade unions occupy a position akin 
their present one; but at the same time it can satisfy a number 
aspirations: the desire for worker-control in management, the 


This is substantially the conclusion of Frank H. Knight with regard to 
rket-socialism. He concludes that in a stable system it could solve all the eco- 
ic problems; but in a changing economy, he believes, it could not solve the 
iological and psychological difficulties. See “The Place of Marginal Economics 
a Collectivist System”, The American Economic Review, Supplement, Vol. 
No. 1, pp. 255-266. 

See Dickinson, Economics of Socialism, Ch. VI; Hall, of cit., pp. 139-146 ; 


nge, op. cit., pp. 123-126. 
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collective supervision of the economy by the democratic state, : 
expanding economy, full employment. It utilizes economic px 
suasion rather than force; managers, consumers, and wage-ear 
control and are controlled through economic inducements ¢ 
the market mechanism rather than through the concentration can 
or firing squad. It offers an effective answer to Walter Lippma 
well-known argument that socialism must feed itself on regulatia 
and more regulation until it swells into a gigantic bureaucracy. 
the contrary, market-socialism is flexible as modern capitalism 
not; it does not entail the increasing mecantilist regulation 
price, quality, and quantity that Lippman sees as ‘the outcon 
of regulative capitalism and socialism. Rather, it makes the econon! 
as resilient and adaptable as the free system that seems to 
Lippman’s inspiration. _ 

It is by no means a solution to every problem created 
socialism, or even to most of them. But it clears away a part of 
path to economic democracy. 


